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INTEREST RATES ON VETERANS’ ADMINISTRATION 
GUARANTEED AND DIRECT LOANS—USE OF NA- 
TIONAL SERVICE LIFE INSURANCE TRUST FOR 
LOANS—DISCOUNT PRACTICES—OPERATIONS OF 
VHMCP 


THURSDAY, JANUARY 24, 1957 


Hovse or REPRESENTATIVES, 
CoMMITTEE OF VETERANS AFFAIRS, 
Washington, D. C. 

The committee met at 10 a. m. in room 356, House Office Building, 
the Honorable Olin E. Teague (chairman) presiding. 

The CHarrMan. The committee will come to order. 

These hearings are being conducted on the general subject of 
housing in an attempt to help this committee decide what to do so 
far as veterans are concerned. 

So that those of you who are interested will know what is planned, 
we will hold our hearing today from 10 to a quarter to 12; we will 
meet tomorrow from 10 to 12; there will be no hearing Saturday or 
Monday; we will come back in hearing Tuesday the 29th from 10 
to 12; also Wednesday, Thursday, and Friday, until we conclude 
the hearings. 

Today we will hear from the Veterans’ Administration. Later we 
will hear Congressman Rains of Alabama, the Housing and Home 
Finance Agency, and the Bureau of the Budget. 

Tuesday, January 29, we will hear from the joint subcommittee 
on housing and mortgage lending of the American Life Convention 
and the Life Insurance Association of America. 

On Wednesday, January 30, we will have the National Association 
of Mutual Savings Banks; the Mortgage Bankers Association; and 
the United States Savings and Loan League. 

Later we will hear from Representatives Patman, McDonough and 
Multer, the National Association of Home Builders and a private 
builder or two. 

We will, of course, have different veteran groups, and others who 
may be interested. 

Without objection there will be inserted at this point in the record 
the text of the bills which the committee has under consideration, 
together with the reports received from the Veterans’ Administration, 
and certain other pertinent data. 

(The material referred to is as follows:) 


[H. R. 21, 85th Cong., 1st sess.] 


A BILL To amend the National Service Life Insurance Act of 1940 to authorize the 
Secretary of the Treasury to use up to 25 per centum of the National Service Life 
Insurance Fund for the purchase of loans guaranteed under the Servicemen’s Readjust- 
ment Act of 1944, and for other purposes 


1 
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Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 605 of the National Service Life 
Insurance Act of 1940 (38 U. S. C. 805) is amended by adding at the end thereof 
the following new subsection: 

“(c) (1) The Secretary of the Treasury is hereby authorized and directed to 
invest and reinvest not in excess of 25 per centum of such fund by purchasing, 
and making commitments to purchase, loans guaranteed pursuant te section 501 
of the Servicemen’s Readjustment Act of 1944, as amended, in order to stabilize 
the price at which such loans generally will be salable to investors. The price 
to be paid for any such loan shall be the unpaid principal balance thereof plus 
accrued interest. No such loan shall be purchased hereunder except from the 
original mortgagee prior to any other sale thereof. Loans will be eligible for 
purchase hereunder only if guaranteed on or after the date of the enactment 
of this subsection, and loans so purchased may be sold for an amount not less 
than the unpaid principal balance plus accrued interest. If any loan acquired 
under this subsection by the Secretary of the Treasury shall default, and the 
Secretary determines such default to be insoluble, such loan and the security 
therefor shall be assigned to the Administrator, who shall pay to such fund (in 
the manner provided by the first proviso in section 506 of the Servicemen’s Re- 
adjustment Act of 1944) the entire unpaid principal balance of the loan plus 
accrued interest. 

“(2) The Federal National Mortgage Association shall act as the agent of 
the Secretary of the Treasury with respect to the purchase, servicing, and sale 
of such loans. The Secretary shall reimburse the Federal National Mortgage 
Association for expenses incurred by it in carrying out its functions under the 
preceding sentence from the income derived from such loans; but such reimburse- 
ment shall not exceed an amount, payable from the interest portion of each 
monthly installment applicable to principal and interest collected, equal to 
three-fourths of 1 per centum per annum computed on the same principal amount 
and for the same period as the interest portion of such installment.” 

Sec. 2. With respect to housing built or sold with assistance provided under 
the National Housing Act, as amended, or title III of the Servicemen’s Readjust- 
ment Act of 1944, as amended, the Federal Housing Commissioner and the Ad- 
ministrator of Veterans’ Affairs, respectively, are hereby specifically authorized 
and directed to issue such regulations, applicable uniformly to all classes of 
mortgagees, as they determine desirable for the purpose of limiting the charges 
and fees imposed upon the builder, veteran, or other purchaser in connection with 
the financing of the construction or sale of such bousing, whether or not such 
chargess were or are imposed in connection with the financing assisted by the 
Federal Government, and no loan shall be insured or guaranteed under such 
Acts unless the mortgagee certifies that it has not imposed upon the builder, 
veteran, or other purchaser any charges or fees in connection with the financing 
of the construction or sale of such housing in excess of the charges or fees 
permitted under such regulations for such purposes as are applicable to the 
housing involved. 

Sec. 3. (a) Notwithstanding any provision of the Federal National Mortgage 
Association Charter Act to the contrary, the Federal National Mortgage Associa- 
tion shall without delay exercise its special assistance functions under that Act 
by making commitments to purchase, and by purchasing and servicing or selling, 
in the total amount of $1,000,000,000, mortgages securing loans which are 
guaranteed pursuant to section 501 of the Servicemen’s Readjustment Act of 1944. 

(b) The Federal National Mortgage Association, if authorized by the President 
to do so, may further exercise its special assistance functions by making com- 
mitments to purchase, and by purchasing and servicing or selling, additional 
mortgage securing loans which are guaranteed pursuant to section 501 of the 
Servicemen’s Readjustment Act of 1944; but the total amount of purchases and 
commitments authorized by this subsection shall not exceed $1,000,000,000 out- 
standing at any one time. 

(c) The price to be paid for any mortgage purchased by the Federal National 
Mortgage Association under subsection (a) or (b) shall be the unpaid principal 
balance therof plus accrued interest. 

(d) The Federal National Mortgage Association shall obtain the funds required 
to carry out its functions under this section in the manner provided in section 
305 (d) of the Federal National Mortgage Association Charter Act. 
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[H. R. 59, 85th Cong., 1st sess.] 


A BILL To amend sections 512 and 518 of the Servicemen’s Readjustment Aet of 1944 
to extend until July 25, 1958, the authority of the Administrator of Veterans’ Affairs 
to make direct loans, to remove certain impediments to the processing of applications 
for direct loans, and for other purposes 
Be it enacted by the Senate and House of Representatives of the United Siates 

of America in Congress assembled, That section 512 (b) (C) of the Servicemen’s 

ae Act of 1944 is amended by striking out “June 30” and inserting 

‘ uly 99 
Sec. 2 (a) Subsections (a) and (d) of section 513 of such Act are each 

amended by striking out “June 30, 1957” and inserting “July 25, 1958”. 

(b) Subsection (c) of such section is amended by striking out “June 30, 1958” 
and inserting “June 30, 1959”. 

Sec. 3 Subsection (d) of such section 513 is further amended by striking out 
the last sentence therein and inserting in lieu thereof the following: “Notwith- 
standing the limitations of the immediately preceding sentence, in view of the 
fact that $50,000,000 of available funds were not used for making loans during 
the fiscal year ending June 30, 1956— 

““(1) the Secretary of the Treasury shall advance to the Administrator 
from time to time until July 25, 1958, such additional sums (not in excess of 
$50,000,000) as the Administrator may request ; 

“(2) the Secretary of the Treasury shall advance to the Administrator 
after June 30, 1958, and until July 25, 1958, such additional sums as the 
Administrator may request (but not in excess of the amount obtained by 
subtracting from $150,000,000 the sum of (A) the aggregate amount advanced 
to the Administrator under provisions of this section other than this sen- 
tence during the fiscal year ending June 30, 1958, plus (B) the amount which 
had been returned to the revolving fund during that fiscal year from the sale 
of loans) ; and 

“(3) sums advanced pursuant to this sentence shall not be counted for 
the purposes of the immediately preceeding sentence. 

Except for the limitation on the sums authorized in subsection (a) of this 

section, this subsection shall be subject to the other provisions of this section 

and of this title.” 

Sec. 4. Such section 512 is further amended by adding at the end thereof the 
following new subsections: 

“(g) Notwithstanding any other provision of law to the contrary unless 
enacted expressly in limitation hereof subsequent to the effective date of this 
subsection, no request or application, received by the Administrator subsequent 
to January 1, 1957, for a loan pursuant to the provisions of subsection (a) of this 
section, shall be referred by him to any other agency of the Government or to 
any individual group or association of private lenders for action thereon, prior 
to the approval or rejection of such loan application, as the case may be, by the 
Administrator. 

“¢h) The Administrator shall not reject an application for a loan under the 
provisions of subsection (a) of this section solely on the ground that a loan which 
would qualify for guaranty under the provisions of this title is available to the 
applicant unless it appears to the satisfaction of the Administrator that such 
eligible loan was offered by the lender at par, or, if offered subject to the payment 
of a fee or charges by the seller, builder, or party other than the veteran, such 
fee or charge would be voluntarily paid by such seller, builder, or party.” 


[H. R. 60, 85th Cong., 1st sess.] 


A BILL To amend section 605 of the National Service Life Insurance Act of 1940 to 

provide that 20 per centum of the National-Service Life Insurance Fund may be invested 

making direct home loans to veterans, and that the interest from such loans in excess 

of the average rate of interest on the portion of such fund invested in other obligations 
shall be used to pay the costs of administering such Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 605 of the National Service Life 
Insurance Act of 1940 (38 U. 8S. C., sec. 805) is amended by adding at the end 
thereof the following new subsection: 

“(ce) (1) The Secretary of the Treasury shall invest and reinvest not more than 
20 per centum of such fund by advancing to the Administrator such amounts as 
the Administrator may from time to time request for the purpose of making direct 
loans under section 512 of the Servicemen’s Readjustment Act of 1944. Loans 
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made with amounts advanced under this subsection shall be a part of such fund. 

(2). (A) At the end of each fiscal year, the Administrator shall determine the 
total amount derived during such fiscal year from loans made by him out of 
amounts advanced to him under this subsection, and subtract therefrom the sum 
of— 

“(i) the portion of such total amount which represents repayments of 
principal on such loans; and 

“(ii) a reasonable reserve for payment of losses on such loans arising 
during such year. 

“(B) If the amount determined under subparagraph (A) exceeds the amount 
obtained by multiplying— 

“(i) the average amount of advances outstanding under this subsection 
during the fiscal year involved ; by 
“(ii) the average return on the other invested portion of such fund for 
the fiscal year involved; 
then such excess shall be used to pay the expenses of administration of this Act 
otherwise payable by the United States under section 606 for the next fiscal 
year, and any remaining excess shall revert to the Treasury and be covered into 
miscellaneous receipts. 

“(C) If the amount determined under subparagraph (A) does not exceed the 
amount obtained under subparagraph (B), then the United States shall pay to 
the fund an amount which, when added to the amount determined under sub- 
paragraph (A), will make the total of such amounts equal to the amount ob- 
tained under subparagraph (B).” 

Src. 2. Section 518 of the Servicemen’s Readjustment Act of 1944 (38 U.S. C. 
694m) is amended by adding at the end thereof the following: 

“(e) This section (except the last sentence of subsection (c)) shall not 
apply to any loan made pursuant to section 512 out of amounts advanced from 
the National Service Life Insurance Fund.” 


(H. R. 1263, 85th Cong., 1st sess.] 


A BILL To amend title III of the Servicemen’s Readjustment Act to remove certain 
impediments to the processing of applications for Veterans’ Administration direct 
loans, and for other purposes 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 512 of the Servicemen’s Read- 

justment Act of 1944, as amended, is hereby amended by adding at the end 
thereof the following new subsections: 

“(g) Nothwithstanding any other provision of law to the contrary unless 
enacted expressly in limitation hereof subsequent to the effective date of this 
subsection, no request or application, received by the Administrator subsequent 
to January 1, 1957, for a loan pursuant to the provisions of subsection (a) of 
this section, shall be referred by him to any other agency of the Government or 
to any individual, group or association of private lenders for action thereon, 
prior to the approval or rejection of such loan application, as the case may be, 
by the Administrator. 

“(h) The Administrator shall not reject an application for a loan under the 
provisions of subsection (a) of this section solely on the ground that a loan which 
would qualify for guaranty under the provisions of this title is available to 
the applicant unless it appears to the satisfaction of the Administrator that 
such eligible loan was offered by the lender at par, or, if offered subject to 
the payment of a fee or charges by the seller, builder, or party other than the 
onan such fee or charge would be voluntarily paid by such seller, builder, 
or party. 





[H. R. 2236, 85th Cong., 1st sess.] 


A BILL To amend the National Service Life Insurance Act of 1940 to authorize the 
Secretary of the Treasury to use up to 20 per centum of the National Service Life 
Insurance Fund for the purchase of loans guaranteed under the Servicemen’s Read- 
justment Act of 1944 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 605 of the National Service Life 
Insurance Act of 1940 (38 U. S. C. 805) is amended by adding at the end thereof 
the following new subsection: 
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“(e) (1) The Secretary of the Treasury is authorized to invest and reinvest 
not in excess of 20 per centum of such fund by purchasing loans which are 
guaranteed pursuant to section 301 of the Servicemen’s Readjustment Act of 
1944, as amended, and which are secured by property located in geographic areas 
where private capital is found by the Secretary to be generally available for 
guaranteed loans only at an excessive discount, in order to stabilize the price 
at which such loans generally will be stable to investors. The price to be paid 
for such loans shall not exceed the unpaid principal balance thereof, plus 
accrued interest. No such loan shall be purchased hereunder except from the 
original mortgagee prior to any other sale thereof. Loans will be eligible for 
purchase hereunder only if guaranteed on or after the date of the enactment 
of this subsection, and loans so purchased may be sold for an amount not less 
than the unpaid principal balance plus accrued interest. If any loan acquired 
under this subsection by the Secretary of the Treasury shall default, and the 
Secretary determines the default to be insoluble, such loan and the security 
thereof shall be assigned to the Administrator, who shall pay to such fund 
(in the manner provided by the first provisio in section 506 of the Servicemen’s 
Readjustment Act of 1944) the entire unpaid principal balance of the loan plus 
accrued interest. 

“(2) The Federal National Mortgage Association shall act as the agent of 
the Secretary of the Treasury with respect to the purchase, servicing, and 
sale of such loans. The Secretary shall reimburse the Federal National 
Mortgage Association for expenses incurred by it in carrying out its functions 
under the preceding sentence from the income derived from such loans; but 
such reimbursement shall not exceed an amount, payable from the interest 
portion of each monthly installment applicable to principal and interest col- 
lected, equal to three-fourths of 1 percent per annum computed on the same 
principal amount and for the same period as the interest portion of such 
installment.” 


{H. R. 2560, 85th Cong., Ist sess.] 


A BILL To amend the National Service Life Insurance Act of 1940 to authorize the 
Secretary of the Treasury to use up to 20 per centum of the National Service Life 
Insurance Fund for the purchase of loans guaranteed under the Servicemen’'s Readjust- 
ment Act of 1944 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 605 of the National Service 

Life Insurance Act of 1940 (38 U. 8. C. 805) is amended by adding at the end 

thereof the following new subsection : 

“(c) (1) The Secretary of the Treasury is authorized to invest and reinvest 
not in excess of 20 per centum of such fund by purchasing loans which are 
guaranteed pursuant to section 501 of the Servicemen’s Readjustment Act of 
1944, as amended, and which are secured by property located in geographic areas 
where private capital is found by the Secretary to be generally available for 
guaranteed loans only at an excessive discount, in order to stabilize the price 
at which such loans generally will be salable to investors. The price to be 
paid for such loans shall not exceed the unpaid principal balance thereof, plus 
accrued interest. No such loan shall be purchased hereunder except from the 
original mortgagee prior to any other sale thereof. Loans will be eligible for 
purchase hereunder only if guaranteed on or after the date of the enactment 
of this subsection, and loans so purchased may be sold for an amount not less 
than the unpaid principal balance plus accrued interest. If any loan acquired 
under this subsection by the Secretary of the Treasury shall default, and the 
Secretary determines the default to be insoluble, such loan and the security 
therefor shall be assigned to the Administrator, who shall pay to such fund (in 
the manner provided by the first proviso in section 506 of the Servicemen’s 
Readjustment Act of 1944) the entire unpaid principal balance of the loan 
accrued interest. 

“(2) The Federal National Mortgage Association shall act as the agent of 
the Secretary of the Treasury with respect to the purchase, servicing, and sale 
of such loans. The Secretary shall reimburse the Federal National Mortgage 
Association for expenses incurred by it in carrying out its functions under 
the preceding sentence from the income derived from such loans; but such 
reimbursement shall not exceed an amount, payable from the interest portion 
of each monthly installment applicable to principal and interest collected, equal 
to three-fourths of 1 per centum per annum computed on the same principal 
amount and for the same period as the interest portion of such installment.” 
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[H. R. 2581, 85th Cong., 1st sess.] 


A BILL To amend section 605 of the National Service Life Insurance Act of 1940 to 
revide that the current receipts of the National Service Life Insurance Fund may be 
nvested in making direct home loans to veterans, and for other purposes 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 605 of the National Service 

Life Insurance Act of 1940 (38 U. S. C. 805), is amended by adding at the end 

thereof the following new subsection: 

“(c) (1) The Secretary of the Treasury shall invest and reinvest the por- 
tion of the fund derived from premiums paid on account of National Service 
Life Insurance after the date of enactment of this subsection by advancing 
to the Administrator so much of such fund derived from such premiums as 
the Administrator may request for the purpose of making direct lonas under 
section 512 of the Servicemen’s Readjustment Act of 1944. Loans made with 
amounts advanced under this subsection shall be a part of such fund. 

“(2) (A) At the end of each fiscal year, the Administrator shall determine 
the total amount received during such fiscal year as the result of loans made 
by him out of amounts advanced to him under this subsection, and subtract 
therefrom the sum of— 

“(i) the portion of such total amount which represents repayments of 
principal on such loans ; and 

“(ii) a reasonable reserve for payment to the fund of losses on such 
loans arising during such year. 

“(B) If the amount determined under subparagraph (A) exceeds the amount 
obtained by multiplying— 

“(i) the average amount of advances made to the Administrator and 
outstanding under this subsection during the fiscal year involved; by 

“(ii) the average percentage rate of return on the other invested por- 
tion of such fund for the fiscal year involved ; 

then such excess shall be used to pay the expenses of administration of this 

Act otherwise payable by the United States under section 606 for the next 

fiscal year, and any remaining excess shall revert to the Treasury and be 

eovered into miscellaneous receipts. 

“(C) If the amount determined under subparagraph (A) does not exceed 
the amount obtained under subparagraph (B), then the United States shall 
pay to the fund an amount which, when added to the amount determined 
under subparagraph (A), will make the total of such amounts equal to the 
amount obtained under subparagraph (B).” 

Sec. 2. Subsection (b) of such section 605 is amended by striking out “the 
Secretary” and inserting “, except as provided in subsection (c), the Secretary”. 

Sec. 3. Section 606 of such Act is amended by striking out “The United 
ces and inserting: “Except as provided in section 605 (c), the United 

tates”. 

Sec. 4. Section 513 of the Servicemen’s Readjustment Act of 1944 (38 
U. 8. C. 694m) is amended by adding at the end thereof the following: 

“(e) This section (except the last sentence of subsection (c)) shall not 
apply to any loan made pursuant to section 512 out of amounts advanced to 
the Administrator under section 605 (c) of the National Service Life Insur- 
ance Act of 1940 (38 U.S. C. 805).” 


[H. R. 3074, 85th Cong., 1st sess.] 


A BILL To amend section 513 of the Servicemen’s Readjustment Act of 1944, as 
amended, in order to provide direct loan funds to meet the emergency in the veterans’ 
housing program 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 513 of the Servicemen’s Read- 

justment Act of 1944 is amended by adding at the end thereof the following new 
subsection : 

“(e) Notwithstanding any other provision of this title, the Secretary of the 
Treasury is authorized and directed between the effective date of this subsection 
and June 30, 1958, to make available to the Administrator such additional sums 
not in excess of $1,000,000,000, as the Administrator may request. The Adminis- 
trator is authorized and directed to use such funds for the purpose of making 
direct loans to veterans in any areas upon a finding that the loans and the 
veterans are eligible in all respects, but that the veterans are unable to obtain 
financing for guaranteed loans. Funds for such loans or the commitments to 
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make such loans, shall be allocated by the Administrator in such manner as he 
deems proper for carrying out the provisions of this section. Such loans may 
be processed by the Administrator without referral to any other department 
or agency of the Government or to any private lender or group of lending agen- 
cies. Except as expressly modified here, the provisions of sections 512 and 513 
of this title shall remain fully applicable, provided that with respect to any 
veteran who has not previously availed himself of his guaranty entitlement, or 
whose entitlement has been excluded pursuant to section 500 (a) hereof, the 
original principal amount of the loan shall not exceed $20,000.” 





[H. R. 3807, 85th Cong., ist sess.] 


A BILL To provide that 25 per centum of the National Service Life Insurance Fund 
may be invested in making direct home loans to veterans; to increase the maximum 
loan entitlement of veterans under section 512 of the Servicemen’s Readjustment Act 
= 1944, and to expedite action on certain applications of veterans for direct home 
oans. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) section 605 of the National 
Service Life Insurance Act of 1940 (38 U. 8S. C. 805) is amended by adding at the 
end thereof the following new subsection : 

“(ce) (1) The Secretary of the Treasury shall invest and reinvest not more 
than 25 per centum of such fund by advancing to the Administrator such amounts 
as the Administrator may from time to time request for the purpose of making 
direct loans under section 512 of the Servicemen’s Readjustment Act of 1944. 
Loans made with amounts advanced under this subsection shall be a part of such 
fund. 

“(2) (A) At the end of each fiscal year, the Administrator shall determine 
the total amount derived during such fiscal year from loans made by him out of 
amounts advanced to him under this subsection, and subtract therefrom the sum 
of— 

“(i) The portion of such total amount which represents repayment of 
principal on such loans; and 

“(ii) a reasonable reserve for payment of losses on such loans arising 
during such year. 

“(B) If the amount determined under subparagraph (A) exceeds the amount 
obtained by multiplying— 

“(i) the average amount of advances outstanding under this subsection 
during the fiscal year involved ; by 
“(ii) the average return on the other invested portion of such fund for 
the fiscal year involved ; 
then such excess shall be used to pay the expenses of administration of this Act 
otherwise payable by the United States under section 606 for the next fiscal 
year, and any remaining excess shall revert to the Treasury and be covered into 
miscellaneous receipts. 

“(C) If the amount determined under subparagraph (A) does not exceed the 
amount obtained under subparagraph (B), then the United States shall pay 
to the fund an amount which, when added to the amount determined under 
subparagraph (A), will make the total of such amounts equal to the amount 
obtained under subparagraph (B).” 

(b) Section 513 of the Servicemen’s Readjustment Act of 1944 (38 U. S. ©. 
694m) is amended by adding at the end thereof the following : 

“(e) This section (except the last sentence of subsection (c)) shall not apply 
to any loan made pursuant to section 512 out of amounts advanced from the 
National Service Life Insurance Fund.” 

Sec. 2. Section 512 of the Servicemen’s Readjustment Act of 1944 (88 U. S. ©. 
6941) is amended by striking out “$10,000” wherever it appears in subsection (b) 
and (f) and inserting in lieu thereof “$14,000”. 

Sec. 3. (a) The Administrator of Veterans’ Affairs shall commence the pro- 
cessing of any application for a direct home loan received by the Veterans’ 
Administration under section 512 of the Servicemen’s Readjustment Act of 1944 
upon the receipt of such application, and shall continue such processing notwith- 
standing the fact that the assistance of a regional subcommittee of the National 
Voluntary Mortgage Credit Extension Committee, established under title VI of 
the Housing Act of 1954, has been requested by the Veterans’ Administration 
for the purpose of ascertaining whether or not such loan can be placed with a 
private financing institution. 
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(b) If the assistance of any such regional subcommittee has been requested 
by the Veterans’ Administration in connection with any such application for a 
home loan, and the Administrator of Veterans’ Affairs is not notified by such 
regional subcommittee within (1) twenty days after such assistance has been 
requested, or (2) twenty days after the date of enactment of this Act, whichever 
is the later, that it has been successful in enabling the applicant to place such 
loan with a private financing institution, the Administrator of Veterans’ Affairs 
shall proceed forthwith to complete any part of the processing of such applica- 
tion remaining unfinished, and to grant or deny the application in accordance with 
the provisions of section 512 of the Servicemen’s Readjustment Act of 1944. 


[H. R. 3857, 85th Cong., 1st sess.] 


A BILL To amend section 605 of the National Service Life Insurance Act of 1940 to 
rovide that 25 per centum of the National Service Life Insurance Fund may be 
vested in making direct home loans to veterans, and that the interest from such 

loans in excess of the average rate of interest on the portion of such fund invested 

in other obligations shall be used to pay the costs of administering such Act, and for 
other purposes 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 605 of the National Service Life 
Insurance Act of 1940 (38 U. 8S. C., sec. 805), is amended by adding at the end 
thereof the following new subsection: 

“(c) (1) The Secretary of the Treasury shall invest and reinvest not more 
than 25 per centum of such fund by advancing to the Administrator such amounts 
as the Administrator may from time to time request for the purpose of making 
direct loans under section 512 of the Servicemen’s Readjustment Act of 1944. 
Loans made with amounts advanced under this subsection shall be a part of 
such fund. 

“(2) (A) At the end of each fiscal year, the Administrator shall determine the 
total amount derived during such fiscal year from loans made by him out of 
apamun advanced to him under this subsection, and subtract therefrom the sum 
oO —— 

(i) the portion of such total amount which represents repayments of 
principal on such loans; and 

“(ii) a reasonable reserve for payment of losses on such loans arising 
during such year. ’ 

“(B) If the amount determined under subparagraph (A) exceeds the amount 
obtained by multiplying— 

“(i) the average amount of advances outstanding under this subsection 
during the fiscal year involved; by 

“(ii) the average return on the other invested portion of such fund for the 
fiseal year involved; 

then such excess shall be used to pay the expenses of administration of this Act 

otherwise payable by the United States under section 606 for the next fiscal year, 

and any remaining excess shall revert to the Treasury and be covered into mis- 
eellaneous receipts. 

“(C) If the amount determined under subparagraph (A) does not exceed the 
amount obtained under subparagraph (B), then the United States shall pay to 
the fund an amount which, when added to the amount determined under sub- 
paragraph (A), will make the total of such amounts equal to the amount obtained 
under subparagraph (B).” 

Sec. 2.. Section 513 of the Servicemen’s Readjustment Act of 1944 (38 U. S. C. 
694m) is amended by adding at the end thereof the following: 

““(e) This section (except the last sentence of subsection (c)) shall not apply 
to any loan made pursuant to section 512 out of amounts advanced from the 
National Service Life Insurance Fund.” 





[H. R. 4556, 85th Cong., 1st sess.] 


A BILL To encourage new residential construction for veterans’ housing in rural areas 
and small cities and towns by raising the maximum amount in which direct loans 
may be made from $10,000 to $12,500, to authorize advance financing commitments, 
to extend the direct loan program for veterans, to authorize the Administrator of 
Veterans’ Affairs to prescribe a rate of interest on guaranteed and direct loans of not 
more than 5 per centum per annum, and for other purposes 
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Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 512 of the Servicemen’s 
Readjustment Act of 1944 (38 U. S. C., sec. 694 (1) is amended to read as follows: 


“DIRECT LOANS TO VETERANS 


“Sec. 512. (a) The Congress finds that housing credit under section 501 of this 
title is not and has not been generally available to veterans living in rural areas, 
or in small cities and towns not near large metropolitan areas. It is therefore the 
purpose of this section to provide housing credit for veterans living in such rural 
areas and such small cities and towns. 

“(b) Whenever the Administrator finds that private capital is not generally 
available in any rural area or small city or town for the financing of loans guar- 
anteed under section 501 of this title, he shall designate such rural area or small 
city or town as a ‘housing credit shortage area’, and shall make, or enter into 
commitments to make, loans for any or all of the following purposes in such area: 

“(1) For purchase or construction of a dwelling to be owned and occupied 
by a veteran as his home; 

(2) For the purchase of a farm on which there is a farm residence to be 
owned and occupied by a veteran as his home; 

““(3) For the construction on land owned by a veteran of a farm residence 
to be occupied by him as his home; or 

(4) For the repair, alteration, or improvement of a farm residence or 
other dwelling owned by a veteran and occupied by him as his home. 

If there is an indebtedness which is secured by a lien against land owned by a 
veteran, the proceeds of a loan made under this section for the construction of a 
dwelling or farm residence on such land may be expended also to liquidate such 
lien, but only if the reasonable value of the land is equal to or in excess of the 
amount of the lien. 

“(c) No loan may be made under this section to a veteran unless he shows to 
the satisfaction of the Administrator that— 

“(1) he is a satisfactory credit risk; 

“(2) the payments to be required under the proposed loan bear a proper 
relation to his present and anticipated income and expenses ; 

“(3) he is unable to obtain from a private lender in such housing credit 
shortage area, at an interest rate not in excess of the rate authorized for 
guaranteed home loans, a loan for such purpose for which he is qualified 
under section 501 of this title; and 

“(4) he is unable to obtain a loan for such purpose from the Secretary of 
Agriculture under the Bankhead-Jones Farm Tenant Act or under the 
Housing Act of 1949. 

“(d) (1) Loans made under this section shall bear interest at a rate deter- 
mined by the Administrator, not to exceed the rate authorized for guaranteed 
home loans, and shall be subject to such requirements or limitations prescribed 
for loans guaranteed under this title as may be applicable. 

“(2) The original principal amount of any loan made under this section shall 
not exceed an amount which bears the same ratio to $12,500 as the amount of 
guaranty to which the veteran is entitled under section 501 at the time the loan 
is made bears to $7,500; and the guaranty entitlement of any veteran who here- 
tofore or hereafter has been granted a loan under this section shall be charged 
with an amount which bears the same ratio to $7,500 as the amount of the loan 
bears to $12,500. 

“(3) In connection with any loan under this section, the Administrator is au- 
thorized to make advances in cash to pay the taxes and assessments on the real 
estate, to provide for the purpose of making repairs, alterations, and improve- 
ments, and to meet the incidental expenses of the transaction. The Adminis- 
trator shall determine the expenses incident to origination.of loans made under 
this section, which expenses, or a reasonable flat allowance in lieu thereof, shall 
be paid by the veteran in addition to the loan closing costs. 

“(4) Loans made under this section shall be repaid in monthly installments; 
except that in the case of loans made for any of the purposes described in para- 
graph (2), (3), or (4) of subsection (b), the Administrator may provide that 
such loans shall be repaid in quarterly, semiannual, or annual installments. 

“(5) The Administrator may sell, and shall offer for sale, to any person or 
entity approved for such purpose by him, any loan made under this section at a 
price not less than par; that is, the unpaid balance plus accrued interest, and 
shall guarantee any loan thus sold subject to the same conditions, terms, and limi- 
tations which would be applicable were the loan guaranteed under section 501 
of this title. 





10 VETERANS’ LOANS 





*“(6) No veteran may obtain loans under this section aggregating more than 
$12,500. 

“(e) (1) If any builder or sponsor proposes to construct one or more dwellings 
in a housing eredit shortage area, the Administrator may enter into a commit- 
ment with such builder or sponsor, under which funds available for loans under 
this section will be reserved for a period not in excess of three months, or such 
longer period as the Administrator may authorize to meet the needs in any par- 
ticular case, for the purpose of making loans to veterans to purchase such 
dwellings. Such commitment may not be assigned or transferred except with 
the written approval of the Administrator. The Administrator shall not enter 
into any such commitment unless such builder or sponsor pays a nonrefundable 
commitment fee to the Administrator in an amount determined by the Administra- 
tor, not to exceed 2 per centum of the funds reserved for such builder or sponsor. 

“(2) Whenever the Administrator finds that a dwelling with respect to which 
funds are being reserved under this subsection has been sold, or contracted to 
be sold, to a veteran eligible for a direct loan under this section, the Administra- 
tor shall enter into a commitment to make the veteran a loan for the purchase 
of such dwelling. With respect to any loan made to an eligible veteran under 
this subsection, the Administrator may make advances during the construction 
of the dwelling, up to a maximum in advances of (A) the cost of the land plus 
(B) 80 per centum of the value of the construction in place. 

“(3) After the Administrator has entered into a commitment to make a veteran 
a Joan under this subsection, he may refer the proposed loan to the Voluntary 
Home Mortgage Credit Committee, in order to afford a private lender the op- 
portunity to acquire such loan subject to guaranty as provided in paragraph (5) 
of subsection (d) of this section. If, before the expiration of sixty days after 
the loan made to the veteran by the Administrator is fully disbursed a private 
lender agrees to purchase such loan, all or any part of the commitment fee paid 
to the Administrator with respect to such loan may be paid to such private lender 
when such loan is so purchased. 

“If a private lender has not purchased or agreed to purchase such loan before 
the expiration of sixty days after the loan made by the Administrator is fully 
disbursed, the commitment fee paid with respect to such loan shall become a 
part of the special deposit account referred to in subsection (c) of section 513 
of this title. If a loan is not made to a veteran for the purchase of a dwelling, 
the commitment fee paid with respect to such dwelling shall become a part of 
such special deposit account. 

“(4) The Administrator may exempt dwellings constructed through assistance 
provided by this subsection from the minimum land planning and subdivision 
requirements prescribed pursuant to subsection (b) of section 504 of this title, 
and with respect to such dwellings may prescribe special minimum land planning 
and subdivision requirements which shall be in keeping with the general housing 
facilities in the locality but shall require that such dwellings meet minimum re- 
quirements of structural soundness and general acceptability. 

“(f) The authority to make loans under this section shall expire July 25, 1958, 
except that if a commitment to a veteran to make such a loan was issued by the 
Administrator before that date the loan may be completcd after that date.” 

Sec. 2. (a) Subsection (a) of section 513 of such Act (38 U.S. C., sec. 694m) 
is amended (1) by striking out “June 30, 1957” and inserting “July 25, 1958”, and 
(2) by inserting immediately before the period at the end of the second sentence 
thereof the following: “retaining, however, a reasonable reserve for making loans 
with respect to which he has entered into commitments with veterans before such 
last day”. 

(b) Subsection (¢c) of such section is amended by striking out “June 30, 1958” 
and inserting “June 30, 1959”. 

(c) Subsection (d) of such section 513 is amended (1) by striking out “1957” 
and inserting “1958”; (2) by inserting immediately after “so advanced” the 
following: “under this sentence”; and (3) by inserting immediately after the 
first sentence therein the following new sentence: “The Secretary of the Trea- 
sury shall also advance to the Administrator from time to time until July 25, 
1958, such additional sums as the Administrator may request (not in excess of 
the difference between the amounts advanced under this subsection after June 30, 
1955, and the maximum amounts which could have been advanced upon the re- 
quest of the Administrator after June 30, 1955, and before the date of the 
request) .” 

Sec. 3. (a) The fourth sentence of subsection (a) of section 500 of such Act 
(38 U. 8. C., see 694) is amended by striking out all that follows “‘in this title,” 
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and inserting “is automatically guaranteed by the Government by this title in 
an amount not exceeding sixty per centum of the loan if the loan is made for 
any of the purposes specified in section 501 of this title and not exceeding fifty 
per centum of the loan if made for any of the purposes specified in sections 
502, 508, or 507 of this title: Provided, That unless the loan is made for one of 
the purposes specified in section 501 of this title the aggregate amount guaranteed 
shall not exceed $2,000 in the case of non-real-estate loans, nor $4,000 in the case 
of real estate loans, or a prorated portion thereof on loans of both types or com- 
bination thereof.”. 

(b) Subsection (b) of section 501 of such Act (38 U. S. C., sec 694a) is amended 
by striking out all that follows “(b)” to the colon immediately preceding the first 
proviso and inserting: “Any loan made to a veteran for any of the purposes 
specified in subsection (a) or subsection (c) of this section 501 is automatically 
guaranteed, if otherwise made pursuant to the provisions of this title, in an 
amount not exceeding 60 per centum of the loan’. 

(c) Subsection (c) of such section 501 is amended by striking out “may be 
guaranteed” and inserting “is automatically guaranteed”. 

Sec. 4. The last proviso of subsection (b) of section 500 of such Act is amended 
by striking out “414 per centum” and inserting in lieu thereof “5 per centum”. 


(H. R. 4602, 85th Cong., 1st sess.] 


A BILL To encourage new residential construction for veterans’ housing in rural areas 
and small cities and towns by raising the maximum amount in which direct leans 
may be made from $10,000 to $12,500, to authorize advance financing commitments, 
to extend the direct loan program for veterans, and for other purposes 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 512 of the Servicemen’s Re- 

adjustment Act of 1944 (38 U.S. C., sec. 694 (1) ) is amended to read as follows: 


“DIRECT LOANS TO VETERANS 


“Sec. 512. (a) The Congress finds that housing credit under section 501 of this 
title is not and has not been generally available to veterans living in rural areas, 
or in small cities and towns not near large metropolitan areas. It is therefore 
the purpose of this section to provide housing credit for veterans living in such 
rural areas and such small cities and towns. 

“(b) Whenever the Administrator finds that private capital is not generally 
available in any rural area or small city or town for the financing of loans 
guaranteed under section 501 of this title, he shall designate such rural area 
or small city or town as a ‘housing credit shortage area’, and shall make, or 
enter into commitments to make, loans for any or all of the following purposes 
in such area— 

“(1) For the purchase or construction of a dwelling to be owned and 
occupied by a veteran as his home; 

“(2) For the purchase of a farm on which there is a farm residence to be 
owned and occupied by a veteran as his home; 

“(8) For the construction on land owned by a veteran of a farm residence 
to be oceupied by him as his home; or 

“(4) For the repair, alteration, or improvement of a farm residence or 
other dwelling owned by a veteran and occupied by him as his home. 

If there is an indebtedness which is secured by a lien against land owned by 
a veteran, the proceeds of a loan made under this section for the construction 
of a dwelling or farm residence on such land may be expended also to liquidate 
such lien, but only if the reasonable value of the land is equal to or in excess 
of the amount of the lien. 

“(ce) No loan may be made under this section to a veteran unless he shows 
to the satisfaction of the Administrator that— 

“(1) heisa satisfactory credit risk ; 

““(2) the payments to be required under the proposed loan bear a proper 
relation to his present and anticipated income and expenses ; 

“(3) he is unable to obtain from a private lender in such housing credit 
shortage area, at an interest rate not in excess of the rate authorized for 
guaranteed home loans, a loan for such purpose for which he is qualified 
under section 501 of this title: ona 








12 VETERANS’ LOANS 


“(4) he is unable to obtain for such purpose from the Secretary of 
Agriculture under the Bankhead-Jones Farm Tenant Act or under the 
Housing Act of 1949. 

“(d) (1) Loans made under this section shall bear interest at a rate deter- 
mined by the Administrator, not to exceed the rate authorized for guaranteed 
home loans, and shall be subject to such requirements or limitations prescribed 
for loans guaranteed under this title as may be applicable. 

“(2) The original principal amount of any loan made under this section shall 
not exceed an amount which bears the same ratio to $12,500 as the amount of 
guaranty to which the veteran is entitled under section 501 at the time the 
loan is made bears to $7,500; and the guaranty entitlement of any veteran who 
heretofore or hereafter has been granted a loan under this section shall be charged 
with an amount which bears the same ratio to $7,500 as the amount of the loan 
bears to $12,500. 

“(3) In connection with any loan under this section, the Administrator is 
authorized to make advances in cash to pay the taxes and assessments on the real 
estate, to provide for the purpose of making repairs, alterations, and improve- 
ments, and to meet the incidental expenses of the transaction. The Administrator 
shall determine the expenses incident to origination of loans made under this 
section, which expenses, or a reasonable flat allowance in lieu thereof, shall be 
paid by the veteran in addition to the loan closing costs. 

“(4) Loans made under this section shall be repaid in monthly installments; 
except that in the case of loans made for any of the purposes described in 
paragraph (2), (3), or (4) of subsection (b), the Administrator may provide 
that such loans shall be repaid in quarterly, semiannual, or annual installments. 

“(5) The Administrator may sell and shall offer for sale, to any person or 
entity approval for such purpose by him, any loan made under this section at 
a price not less than par; that is, the unpaid balance plus accrued interest, 
and shall guarantee any loan thus sold subject to the same conditions, terms, 
and limitations which would be applicable were the loan guaranteed under 
section 501 of this title. 

“(6) No veteran may obtain loans under this section aggregating more than 
$12,500. 

“(e) (1) If any builder or sponsor proposes to construct one or more dwell- 
ings in a housing credit shortage area, the Administrator may enter into 
commitment with such builder or sponsor, under which funds available for 
loans under this section will be reserved for a period not in excess of three 
months or such longer period as the Administrator may authorize to meet 
the needs in any particular case, for the purpose of making loans to veterans 
to purchase such dwellings. Such commitment may not be assigned or trans- 
ferred except with the written approval of the Administrator. The Adminis- 
trator shall not enter into any such commitment unless such builder or sponsor 
pays a non-refundable commitment fee to the Administrator in an amount deter- 
mined by the Administrator, not to exceed 2 per centum of the funds reserved 
for such builder or sponsor. 

“(2) Whenever the Administrator finds that a dwelling with respect to 
which funds are being reserved under this subsection, has been sold, or con- 
tracted to be sold, to a veteran eligible for a direct loan under this section, 
the Administrator shall enter into a commitment to make the veteran a loan 
for the purchase of such dwelling. With respect to any loan made to an eligible 
veteran under this subsection, the Administrator may make advances during 
the construction of the dwelling, up to a maximum in advances of (A) the 
cost of the land plus (B) 80 per centum of the value of the construction in place. 

“(3) After the Administrator has entered into a commitment to make a 
veteran a loan under this subsection, he may refer the proposed loan to the 
Voluntary Home Mortgage Credit Committee, in order to afford a private lender 
the opportunity to acquire such loan subject to guaranty as provided in para- 
graph (5) of subsection (d) of this section. If, before the expiration of sixty 
days after the loan made to the veteran by the Administrator is fully disbursed 
a private lender agrees to purchase such loan, all or any part of the commitment 
fee paid to the Administrator with respect to such loan may be paid to such 
private lender when such loan is so purchased. 

“If a private lender has not purchased or agreed to purchase such loan 
before the expiration of sixty days after the loan made by the Administrator 
is fully disbursed, the commitment fee paid with respect to such loan shall 
become a part of the special deposit account referred to in subsection (c) of 
section 513 of this title. If a loan is not made to a veteran for the purchase 
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of a dwelling, the commitment fee paid with respect to such dwelling shall 
become a part of such special deposit account. 

“(4) The Administrator may exempt dwellings constructed through assist- 
ance provided by this subsection from the minimum land planning and subdivi- 
sion requirements prescribed pursuant to subsection (b) of section 504 of this 
title, and with respect to such dwellings may prescribe special minimum land 
planning and subdivision requirements which shall be in keeping with the 
general housing facilities in the locality but shall require that such dwellings 
meet minimum requirements of structural soundness and general acceptability. 

“(f) The authority to make loans under this section shall expire July 25, 
1958, except that if a commitment to a veteran to make such a loan was issued 
by the Administrator before that date the loan may be completed after that 
date.” 

Sec. 2. (a) Subsection (a) of section 513 of such Act (38 U. S. C., sec. 694m) 
is amended (1) by striking out “June 30, 1957” and inserting “July 25, 1958”, 
and (2) by inserting immediately before the period at the end of the second 
sentence thereof the following: “retaining, however, a reasonable reserve for 
making loans with respect to which he has entered into commitments with 
veterans before such last day”. 

(b) Subsection (¢) of such section is amended by striking out “June 30, 1958” 
and inserting “June 30, 1959”. 

(c) Subsection (d) of such section 513 is amended (1) by striking out “1957” 
and inserting ‘1958”; (2) by inserting immediately after “so advanced” the 
following: “under this sentence”; and (3) by inserting immediately after the 
first sentence therein the following new sentence: “The Secretary of the Treas- 
ury shall also advance to the Administrator from time to time until July 25, 
1958, such additional sums as the Administrator may request (not in excess of 
the difference between the amounts advanced under this subsection after June 30, 
1955, and the maximum amounts which could have been advanced upon the 
request of the Administrator after June 30, 1955, and before the date of the 
request ).” 

Sec. 3. (a) The fourth sentence of subsection (a) of section 500 of such Act 
(38 U. 8. C., sec. 694) is amended by striking out all that follows “in this title,” 
and inserting “is automatically guaranteed by the Government by this title in 
an amount not exceeding 60 per centum of the loan if the loan is made for any 
of the purposes specified in section 501 of this title and not exceeding 50 per 
centum of the loan if made for any of the purposes specified in section 502, 503, 
or 507 of this title: Provided, That unless the loan is made for one of the pur- 
poses specified in section 501 of this title the aggregate amount guaranteed shall 
not exceed $2,000 in the case of non-real-estate loans, nor $4,000 in the case of 
real-estate loans, or a prorated portion thereof on loans of both types or com- 
bination thereof.”. 

(b) Subsection (b) of section 501 of such Act (38 U. 8S. C., see. 694a) is 
amended by striking out all that follows “(b)” to the colon immediately pre- 
ceding the first proviso and inserting: “Any loan made to a veteran for any of 
the purposes specified in subsection (a) or subsection (c) of this section 501 
is automatically guaranteed, if otherwise made pursuant to the provisions of 
this title, in an amount not exceeding 60 per centum of the loan’”’. 

(c) Subsection (c) of such section 501 is amended by striking out “may be 
guaranteed” and inserting “is automatically guaranteed”. 





[H. R. 4605, 85th Cong., 1st sess.] 


A BILL To provide that 25 per centum of the National Service Life Insurance Fund may 
be invested in making direct home loans to veterans; to increase the maximum loan 
entitlement of veterans under section 512 of the Servicemen’s Readjustment Act of 
1944, and to expedite action on certain applications of veterans for direct home loans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 605 of the National Service 
Life Insurance Act of 1940 (38 U. S. C. 805) is amended by adding at the end 
thereof the following new subsection : 

“(e) (1) The Secretary of the Treasury shall invest and reinvest not more 
than 25 per centum of such fund by advancing to the Administrator such amounts 
as the Administrator may from time to time request for the purpose of making 
direct loans under section 512 of the Servicemen’s Readjustment Act of 1944. 


88114—57—_—-2 
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ianne made with amounts advanced under this subsection shall be a part of such 
und. 

“(2) (A) At the end of each fiscal year, the Administrator shall determine the 
total amount derived during such fiscal year from loans made by him out of 
amounts advanced to him under this subsection, and subtract therefrom the 
sum of— 

“(i) the portion of such total amount which represents repayments of 
principal on such loans ; and 

“(ji) a reasonable reserve for payment of losses on such loans arising 
during such year. 

“(B) If the amount determined under subparagraph (A) exceeds the amount 
obtained by multiplying— 

“(i) the average amount of advances outstanding under this subsection 
during the fiscal year involved ; by 
“(ii) the average return on the other invested portion of such fund for 
the fiscal year involved ; 
then such excess shall be used to pay the expenses of administration of this Act 
otherwise payable by the United States under section 606 for the next fiscal 
year, and any remaining excess shall revert to the Treasury and be covered 
into miscellaneous receipts. 

“(C) If the amount determined under subparagraph (A) does not exceed 
the amount obtained under subparagraph (B), then the United States shall pay 
to the fund an amount which, when added to the amount determined under sub- 
paragraph (A), will make the total of such amounts equal to the amount obtained 
under subparagraph (B).” 

(b) Section 518 of the Servicemen’s Readjustment Act of 1944 (88 U. 8. C. 
694m) is amended by adding at the end thereof the following : 

“(e) This section (except the last sentence of subsection (c) shall not apply 
to any loan made pursuant to section 512 out of amounts advanced from the 
National Service Life Insurance Fund.” 

Sec. 2. Section 512 of the Servicemen’s Readjustment Act of 1944 (38 U. 8. C. 
6941) is amended by striking out “$10,000” wherever it appears in subsections 
(b) and (f) and inserting in lieu thereof “$14,000”. 

Sec. 3. (a) The Administrator of Veterans’ Affairs shall commence the proc- 
essing of any application for a direct home loan received by the Veterans’ 
Administration under section 512 of the Servicemen’s Readjustment Act of 1944 
upen the receipt of such application, and shall eontinue such processing not- 
withstanding the fact that the assistance of a regional subcommittee of the 
National Voluntary Mortgage Oredit Extension Committee, established under 
title VI of the Housing Act of 1954, has been requested by the Veterans’ Admin- 
istration for the purpose of ascertaining whether or not such loan can be placed 
with a private financing institution. 

(b) If the assistance of any such regional subcommittee has been requested 
by the Veterans’ Administration in connection with any such application for a 
home loan, and the Administrator of Veterans’ Affairs is not notified by such 
regional subcommittee within (1) twenty days after such assistance has been 
requested, or (2) twenty days after the date of enactment of this Act, whichever 
is the later, that it has been successful in enabling the applicant to place such 
loan with a private finaneing institution, the Administrator of Veterans’ Affairs 
shall proceed forthwith to complete any part of the processing of such application 
remaining unfinished, and to grant or deny the application in accordance with 
the provisions of section 512 of the Servicemen’s Readjustment Act of 1944. 


[H. R. 4606; 85th Cong., 1st sess.] 


A BILL To encourage new residential construction for veterans’ housing in rural areas 
and small cities and towns by raising the maximum amount in which direct loans may 
be made from $10,000 to $12,500, to authorize advance financing commitments, to extend 
the direct loan program fer veterans, to authorize the Administrator of Veterans’ 
Affairs to prescribe a rate of interest on guaranteed and direct loans of not more than 
5 per centum per annum, and fer other purposes 


Be it enacted by the Senate and House of Representatives of the United States 


of America in Congress assembled, That section 512 of the Servicemen's Readjust- 
ment Act of 1944 (38 U. 8S. C., sec. 694 (1)) is amended to read as follows: 
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DIRECT LOANS TO VETERANS 


“Seo. 512. (a) The Congress finds that housing credit under section 501 of this 
title is not and has not been generally available to veterans living in rural 
areas, or in small cities and towns net near large metropolitan areas. It is 
therefore the purpose of this section to provide housing credit for veterans living 
in such rural areas and such small cities and towns. 

“(b) Whenever the Administrator finds that private capital is not generally 
available in any rural area or small city or town for the financing of loans 
guaranteed under section 501 of this title, he shall designate such rural area 
or small city or town as a ‘housing credit shortage area,’ and shall make, or enter 
into commitments to make, loans for any or all of the following purposes in such 


“(1) For the purchase or construction of a dwelling to be owned and 
occupied by a veteran as his home ; 

“(2) For the purchase of a farm on which there is a farm residence 
to be owned and occupied by a veteran as his home ; 

“(3) For the construction on land owned by a veteran of a farm residence 
to he occupied by him as his home; or 

“(4) For the repair, alteration, or improvement of a farm residence or 
other dwelling owned by a veteran and occupied by him as his home. 

If there is an indebtedness which is secured by a lien against land owned by a 
veteran, the proceeds of a loan made under this section for the construction of a 
dwelling or farm residence on such land may be expended also to liquidate such 
lien, but only if the reasonable value of the land is equal to or in excess of the 
amount of the lien. 

“(c) No loan may be made under this section to a veteran unless he shows to 
the satisfaction of the Administrator that— 

“(1) he is a satisfactory credit risk; 

“(2) the payments to be required under the proposed loan bear a proper 
relation to his present and anticipated income and expenses ; 

“(3) he is unable to obtain from a private lender in such housing eredit 
shortage area, at an interest rate not in excess of the rate authorized for 
guaranteed home loans, a loan for such purpose for which he is qualified 
under section 501 of this title; and 

(4) he is unable to obtain a loan for such purpese from the Secretary of 
Agriculture under the Bankhead-Jones Farm Tenant Act or under the Hous- 
ing Act of 1949. 

“(d) (1) Loans made under this section shall bear interest at a rate deter- 
mined by the Administrator, not to exceed the rate authorized for guaranteed 
home loans, and shall be subject to such requirements or limitations prescribed 
for loans guaranteed under this title as may be applicable. 

“(2) The original principal amount of any loan made under this section shall 
not exceed an amount which bears the same ratio to $12,500 as the amount of 
guaranty to which the veteran is entitled under section 501 at the time the loan is 
made bears to $7,500; and the guaranty entitlement of any veteran who hereto- 
fore or hereafter has been granted a loan under this section shall be charged 
with an amount which bears the-same ratio to $7,500 as the amount of the loan 
bears to $12,500. 

“(3) In connection with any loan under this section, the Administrator is 
authorized to make advances in cash to pay the taxes and assessments on the 
real estate, to provide for the purpose of making repairs, alterations, and im- 
provements, and to meet the incidental expenses of the transaction. The Admin- 
istrator shall determine the expenses incident to origination of loans made under 
this section, which expenses, or a reasonable flat allowance in lieu thereof, shall 
be paid by the veteran in addition to the loan closing costs. 

“(4) Loans made under this section shall be repaid in monthly installments; 
except that in the case of loans made for any of the purposes described in para- 
graph (2), (3), or (4) of subsection (b), the Administrator may provide that 
such loans shall be repaid in quarterly, semiannual, or annual installments. 

“(5) The Administrator may sell, and shall offer for sale, to any person or 
entity approved for such purpose by him, any loan made under this section at a 
price not less than par; that is, the unpaid balance plus accrued interest, and 
shall guarantee any loan thus sold subject to the same conditions, terms, and 
limitations which would be applicable were the loan guaranteed under section 
501 of this title. 

“(6) No veteran may obtain loans under this section aggregating more than 


$12,500. 
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“(e) (1) If any builder or sponsor proposes to construct one or more dwell- 
ings in a housing credit shortage area, the Administrator may enter into a com- 
mitment with such builder or sponsor, under which funds available for loans 
under this section will be reserved for a period not in excess of three months, or 
such longer period as the Administrator may authorize to meet the needs in any 
particular case, for the purpose of making loans to veterans to purchase such 
dwellings. Such commitment may not be assigned or transferred except with 
the written approval of the Administrator. The Administrator shall not enter 
into any such commitment unless such builder or sponsor pays a nonrefundable 
commitment fee to the Administrator in an amount determined by the Adminis- 
trator, not to exceed 2 per centum of the funds reserved for such builder or 
sponsor. 

Pe 2) Whenever the Administrator finds that a dwelling with respect to which 
funds are being reserved under this subsection has been sold, or contracted to be 
sold, to a veteran eligible for a direct loan under this section, the Administrator 
shall enter into a commitment to make the veteran a loan for the purchase of 
such dwelling. With respect to any loan made to an eligible veteran under this 
subsection, the Administrator may make advances during the construction of the 
dwelling, up to a maximum in advances of (A). the cost of the land plus (B) 80 
per centum of the value of the construction in place. 

“(3) After the Administrator has entered into a commitment to make a vet- 
eran a loan under this subsection, he may refer the proposed loan to the Volun- 
tary Home Mortgage Credit Committee, in order to afford a private lender the 
opportunity to acquire such loan subject to guaranty as provided in paragraph 
(5) of subsection (d) of this section. If, before the expiration of sixty days 
after the loan made to the veteran by the Administrator is fully disbursed a 
private lender agrees to purchase such loan, all or any part of the commitment 
fee paid to the Administrator with respect to such loan may be paid to such 
private lender when such loan is so purchased. 

“If a private lender has not purchased or agreed to purchase such loan before 
the expiration of sixty days after the loan made by the Administrator is fully 
disbursed, the commitment fee paid with respect to such loan shall become a 
part of the special deposit account referred to in subsection (c) of section 513 
of this title. If a loan is not made to a veteran for the purchase of a dwelling, 
the commitment fee paid with respect to such dwelling shall become a part of 
such special deposit account. 

“(4) The Administrator may exempt dwellings constructed through assistance 
provided by this subsection from the minimum land planning and subdivision 
requirements prescribed pursuant to subsection (b) of section 504 of this title, 
and with respect to such dwellings may prescribe special minimum land plan- 
ning and subdivision requirements which shall be in keeping with the general 
housing facilities in the locality but shall require that such dwellings meet 
minimum requirements of structural soundness and general acceptability. 

“(f) The authority to make loans under this section shall expire July 25, 1958, 
except that if a commitment to a veteran to make such a loan was issued by the 
Administrator before that date the loan may be completed after that date.” 

Sec. 2. (a) Subsection (a) of section 513 of such Act (38 U. S. C., sec. 694m) 
is amended (1) by striking out “June 30, 1957” and inserting “July 25, 1958”, and 
(2) by inserting immediately before the period at the end of the second sentence 
thereof the following: “retaining, however, a reasonable reserve for making 
loans with respect to which he has entered into commitments with veterans 
before such last day”. 

(b) Subsection (c) of such section is amended by striking out “June 30, 1958” 
and inserting ‘June 30, 1959”. 

(c) Subsection (d) of such section 513 is amended (1) by striking out “1957” 
and inserting “1958”; (2) by inserting immediately after “so advanced” the 
following: “under this sentence”; and (3) by inserting immediately after the 
first sentence therein the following new sentence: “The Secretary of the Treasury 
shall also advance to the Administrator from time to time until July 25, 1958, 
such additional sums as the Administrator may request (not in excess of the 
difference between the amounts advanced under this subsection after June 30, 
1955, and the maximum amounts which could have been advanced upon the 
request of the Administrator after June 30, 1955, and before the date of the 
request ).” 

Sec. 3. (a) The fourth sentence of subsection (a) of section 500 of such 
Act (88 U. S. C., sec. 694) is amended by striking out all that follows “in this 
title,” and inserting “is automatically guaranteed by the Government by this 
title in an amount not exceeding sixty per centum of the loan if the loan is made 
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for any of the purposes specified in section 501 of this title and not exceeding 
fifty per centum of the loan if made for any of the purposes specified in sections 
502, 503, or 507 of this title: Provided, That unless the loan is made for one 
of the purposes specified in section 501 of this title the aggregate amount 
guaranteed shall not exceed $2,000 in the case of non-real-estate loans, nor 
$4,000 in the case of real estate loans, or a prorated portion thereof on loans 
of both types or combination thereof.” 

(b) Subsection (b) of section 501 of such Act (38 U. S. C., sec. 694a) is 
amended by striking out all that follows “(b)” to the colon immediately pre- 
ceding the first proviso and inserting: “Any loan made to a veteran for any 
of the purposes specified in subsection (a) or subsection (c) of this section 501 
is automatically guaranteed, if otherwise made pursuant to the provisions of 
this title, in an amount not exceeding 60 per centum of the loan”. 

(c) Subsection (c) of such section 501 is amended by striking out “may 
be guaranteed” and inserting “is automatically guaranteed”. 

Src. 4. The last proviso of subsection (b) of section 500 of such Act is amended 
by striking out “444 per centum” and inserting in lieu thereof “5 per centum”, 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington, D. C., January 28, 1957. 
Hon. O.LiIn E, TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington, D. C. 


Dear Mr. Teacue: This will refer to your request for a report by the Vet- 
erans’ Administration on H. R. 21, 85th Congress, a bill to amend the National 
Service Life Insurance Act of 1940 to authorize the Secretary of the Treasury 
to use up to 25 percent of the national service life insurance fund for the 
purchase of loans guaranteed under the Servicemen’s Readjustment Act of 
1944, and for other purposes. 

The primary purpose of this bill is, apparently, to stabilize the mortgage 
market for GI guaranteed loans. Section 1 of the bill would authorize the 
investment of not over 25 percent of the national service life insurance fund 
in VA-guaranteed home loans. Section 2 would require the regulation or 
elimination of discounts in connection with FHA and VA financing, and section 
8 would direct the Federal National Mortgage Association, under its special 
assistance functions, to purchase GI home loans in the total amount of $1 
billion, with a second $1 billion to be available subject to Presidential author- 
ization. These sections will be discussed separately. 

Section 1 would amend section 605 of the National Service Life Insurance 
Act of 1940 to authorize and direct the Secretary of the Treasury to invest 
not in excess of 25 percent of the national service life insurance fund by pur- 
chasing or making commitments to purchase home loans guaranteed subse- 
quent to the enactment of the bill by the Veterans’ Administration under 
section 501 of the Servicemen’s Readjustment Act, as amended. The price 
paid for such loans would be the unpaid principal balance thereof plus accrued 
interest, and loans so purchased could be sold for an amount not less than 
the unpaid principal balance plus accrued interest. Whenever the Secretary 
determined that any loan so acquired was in insoluble default, it would be 
assigned together with the security therefor to the Administrator of Veterans’ 
Affairs, who thereupon would pay the entire unpaid principal balance plus 
accrued interest on the loan into the national service life insurance fund. It 
appears to be intended that the money available to the Administrator for the 
purchasing of loans pursuant to section 506 of the Servicemen’s Readjustment 
Act would be available for this purpose. The purchase, servicing, or sale of 
such loans would be handled by the Federal National Mortgage Association 
as agent for the Secretary of the Treasury, with reimbursement for expenses 
incurred thereunder made from loan income, up to three-fourths of 1 percent 
per annum of the outstanding principal balance of the loan. 

Under section 501 of the Servicemen’s Readjustment Act, loans made to 
veterans for the purchase, construction, repair, alteration, or improvement of 
bomes (including the purchase of land on which there is a farmhouse, the 
construction of a farmhouse on land owned by the veteran, and the repair, 
alteration, or improvement of a farmhouse) may be guaranteed by the Goy- 
ernment in an amount equal to 60 percent of the loan, but not to exceed $7,500. 
The rate of interest on these loans may not exceed 4% percent per annum. 

The current assets in the national service life insurance fund are approxi- 
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mately $5.6 billion, and therefore under the proposed bill around $1.4 billion 
of this amount would be available for investment in home loans guaranteed 
by the Veterans’ Administration, irrespective of whether such loans are 
originated in rural or urban areas. To the extent that the use of this amount 
for the purchase of GI loans by the fund at par wouid be successful in stabiliz- 
ing the prices at which GI loans are generally salable to investors, the result 
would be to make GI mortgage financing easier for veterans to obtain. On 
the other hand there is a basic question of policy as to what extent govern- 
mental price supports for GI loans or similar expedients to restrict the free 
play of economic forces in the private secondary market are desirable. 

In addition to the potential effects of the proposed legislation on the mort- 
gage market, there is also for consideration the question of its effect on the 
national service life insurance fund. 

Section 605 of the National Service Life Insurance Act, as amended, provides 
for the establishment in the Treasury of a permanent national service life 
insurance trust fund, and the Secretary is authorized to invest such fund in 
interest-bearing obligations of the United States or in obligations guaranteed 
as to principal and interest by the United States and to sell such obligations 


for the purposes of the fund. This fund is available for the payment of lia-: 


bilities under the insurance contract, including payment of dividends and 
refund of unearned premiums. 

The Federal securities in which the fund is invested pay 3-percent interest. 
In addition, loans with an interest rate of 4 percent are made on the permanent 
plan insurance policies, which loans are fully secured by the reserve value of 
the policy in the trust fund. Since the interest rate on Veterans’ Administration 
guaranteed home loans is currently 4%4 percent and the net interest earned after 
servicing would be around 3% percent, it appears that, under the provisions 
of section 1 of the bill, the return to the fund would exceed the present rate 
of return. (It would seem desirable to make absolutely clear the presumed 
intent of the bill to credit loan income to the national service life insurance fund, 
other than that used to reimburse the Federal National Mortgage Association for 
expenses.) In this connection, the committee may wish to consider whether 
it might not be more logical and equitable for the Government to take advantage 
of this type of investment by use of appropriated funds instead of by use of 
the trust fund. Under such circumstances, the Government (that is, the tax- 
payers generally), which underwrites the investment and assumes the risk 
involved, would enjoy the interest earnings. 

It is considered essential that the securities in which the fund is invested 
be of a type which can readily be liquidated in order to meet the obligations 
arising under the national life insurance contracts, including the payment of 
dividends. Although the bill provides for the investment of only 25 percent of 
the fund in home loans, it is possible that the enactment of this provision might 
serve aS an undesirable precedent for encumbering a larger portion of the fund 
in a type of investment which cannot readily be liquidated. 

If some of the national service life insurance funds are to be used to purchase 
home loans guaranteed under section 501 of the Servicemen’s Readjustment 
Act, the United States securities now held by the fund would have to be redeemed 
by the Treasury, either from present Government revenues or, if it is assumed 
that there is no surplus of such revenues at the present time, by borrowing in 
the open market. To put it another way, the Government has to raise money 
to redeem the national service life insurance securities before the fund has 
money available to be used to purchase home loans. Thus, it appears that it 
would be just as simple financially for the Government to make money available 
directly for the purpose of section 1 of this bill as it would be for the Government 
to raise money to redeem national service life insurance securities so that the 
fund can make money available for such purpose. It is suggested that the com- 
mittee may desire the comments of the Treasury Department on this and other 
aspects of the bill affecting its operations. 

Section 2 of the bill would reenact provisions identical to those contained 
in section 504 of the Housing Act of 1950 (Public Law 475, 8ist Cong., approved 
April 20, 1950), which authorized the Federal Housing Commissioner and the 
Administrator of Veterans’ Affairs to limit the fees and charges imposed upon 
the builder, veteran, or other purchaser, in connection with the financing of the 
construction or sale of houses built or sold with assistance provided under the 
National Housing Act or title ITI of the Servicemen’s Readjustment Act of 1944, 
as amended, respectively. Section 504 was repealed on August 2, 1954. Prior 
to its repeal, however, section 504 was amended on September 1, 1951, by 
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Public Law 1389, 82d Congress, to include the regulation of fees and charges 
imposed against the seller of existing property in those cases where the seller 
is not the builder. It is noted that the provisions of the present bill do not refer 
in section 2 (line 15, p. 3) to the “seller.” 

Pursuant to the legislative requirements of section 504, approved schedules 
of allowable fees and charges were issued by the Federal Housing Administra- 
tion and the Veterans’ Administration. As a corollary to the increase in interest 
rates on GI loans from 4 to 444 percent in May 1953 administrative action was 
also taken under section 504 which had the effect of prohibiting builders from 
absorbing fees and charges incurred by originating lenders when they disposed 
of their loans to secondary investors. As the result of many complaints that 
VA-guaranteed financing was being placed at a competitive disadvantage, how- 
ever, Congress amended the law on June 30, 1953 (sec. 23, Public Law 94, 834, 
Cong.), to permit builders to absorb the discounts or other charges which origi- 
nating lenders of FHA or GI leans incurred when they sold such loans in the 
secondary mortgage market. Since it was apparently contemplated by the 
amendment that builders could pay whatever discounts and charges secondary 
investors actually charged the loan originators, effective control over the amount 
of charges which could be made against builders was precluded. Originating 
lenders seeking to hold loans for their own portfolio were placed at a competitive 
disadvantage, but this obstacle was overcome through the device of having the 
builders originate loans for sale to such “permanent” lenders at a discount. 
In repealing section 504 by section 813 of the Housing Act of 1954 (Public Law 
560, 83d Cong., approved August 2, 1954), it appears to have been the view of 
the Congress that such repeal would leave the eharges against builders to be 
determined by competitive forces and that the Veterans’ Administration would 
confine itself to regulating the fees and charges which may be imposed by 
lenders against veteran borrowers. 

In view of the legislative history of section 504 of the Housing Act of 1950 
and the administrative experience thereunder, there is for consideration and 
clarification the question as to whether it is now contemplated by section 2 of 
the proposed bill that the Veterans’ Administration and the Federal Housing 
Administration shall prohibit lenders originating guaranteed or insured home 
loans from requiring the builder or other interested parties (other than the 
veteran borrower) to pay any discount charges, or whether it is contemplated 
that discount, commitment, and warehousing charges shall be permissible but 
subject to administrative maximums established by the Veterans’ Administration 
and the Federal Housing Administration. 

Certain aspects of section 2 of the bill would seem to deserve comment. In the 
first place, the regulation of fees and charges imposed by a lender against a 
builder in connection with non-VA guaranteed or insured construction finane- 
ing extended to the builder would seem better left to the operation of the forees 
of a free money market. 

Secondly, except for the regulation of charges against the veteran borrower 
himself, it might also be preferable for the fees or charges against the builder 
or other parties in connection with guaranteed home purchase loans to be 
determined by competitive forces of the capital market and left to the parties 
to negotiate. In this connection, it is realized that builders do endeavor to 
reflect financing costs charged against them into the price of fheir product when 
requesting appraisals from the Veterans’ Administration. The veteran, how- 
ever, cannot pay for a property more than the Veterans’ Administration deter- 
mines to be its current reasonable value, and to the extent that the Veterans’ 
Administration’s appraisal of the property is an accurate determination of its 
current reasonable value in the locality where situated, the veteran is protected 
against an inflated purchase price. During the past 18 months, increasing pres- 
sures have been brought to bear on the Veterans’ Administration to establish 
higher and allegediy “more realistic’ reasonable values, Although the Vet- 
erans’ Administration does not contend that it has been wholly successful in 
defeating efforts of builders to include discounts in the purchase price of the 
home, it is believed that Veterans’ Administration appraisals have reaunired 
builders generally to absorb a substantial portion of the discount involved in 
the financing of their units. In the final analysis, protection of the veteran 
from paying more than the reasonable value of the property depends upon the 
correctness of the appraisal of property in the first instance, and this is so 
irrespective of the charges or fees a builder has to pay in connection with 
construction or permanent financing. 

Finally, in administering the provisions of section 504 of the Housing Act 
of 1950, the Veterans’ Administration encountered numerous serious adminis- 
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trative difficulties in attempting to regulate effectively the fees and charges 
which lenders were permitted to impose against parties other than the veteran 
obtaining the guaranteed home loan. For example, as the necessity for payment 
of discounts mounted in 1952 and 1953, builders and lenders continuously sought 
to find loopholes in the Veterans’ Administration controls. One of the most 
common procedures was for the builder to originate the loans to veterans him- 
self or through a subsidiary or affiliate which he owned or controlled. The 
builder in his capacity as lender would then dispose of the loans at a price 
acceptable to himself as originator. Another common procedure was to impose 
a charge against the real estate sales broker handling the sales for the builder. 
Instances also occurred where the investor would agree to buy the loans at par 
but for his advance commitment to purchase the loans the investor would charge 
a substantial “commitment” fee. 

The borderline nature of the varied and complex arrangements to which resort 
was had in efforts to avoid the controls resulted in counsel for numerous repu- 
table investors recommending to their principals that they not purchase loans 
because of the possibility of legal or congressional action or invalidation of the 
loan guaranty. In a tight money market it is not unreasonable to anticipate 
that under the proposed bill there would again be efforts to circumvent controls 
on fees and charges, and that vigorous action to achieve effective control would 
be met by intensified efforts to develop escape procedures. 

Section 3 of H. R. 21 would authorize and direct the Federal National Mortgage 
Association to exercise its special assistance functions without delay by making 
commitments to purchase, and by purchasing, mortgage loans in the total amount 
of $1 billion which are guaranteed under section 501 of the Servicemen’s Readjust- 
ment Act of 1944, as amended. If authorized by the President to do so, the 
special assistance functions of the Federal National Mortgage Association could 
be further exercised by purchasing additional mortgages, but the amount of 
additional loans so purchased or committed for could not exceed $1 billion out- 
standing at any one time. The mortgage loans purchased pursuant to section 3 
of the bill would be acquired at par. 

It seems evident that the immediate channeling of $1 billion of mortgage funds 
into the purchase of GI loans at par as proposed by section 3 of this measure 
would have a stabilizing influence on the mortgage market, with the result that 
veterans would find it easier to obtain GI financing in the areas where such funds 
are made available. Notwithstanding this fact, however, as was noted in our 
comments with respect to section 1 of the bill, the overall fiscal desirability of 
providing special support, rather than of allowing Veteran’s Administration 
guaranteed home loans to find their own level in a free market, is open to serious 
question. 

The cost of the subject bill to the Veterans’ Administration would be in direct 
proportion to the number of loans that would be made as a result of the authori- 
zation that would not otherwise be made as guaranteed loans by private lenders. 
For every $1 billion of additional VA-guaranteed loans made as a result of the 
provisions of this bill the Veterans’ Administration would be called upon to 
process approximately 80,000 loans for guaranty that would otherwise not be 
submitted. Past experience has shown that the average cost per loan is about 
$25, so the cost of processing 80,000 loans would be about $2 million. However, 
if it is assumed that the loans which would be purchased with the facilities of 
this bill would otherwise be made but retained in the investment portifolios of 
private lenders, it would be improper to attribute any increased cost to the Vet- 
erans’ Administration as resulting from this bill. 

In view of the foregoing considerations, the Veterans’ Administration is un- 
able to recommend favorable consideration of H. R. 21 by your committee. 

Advice has been received from the Bureau of the Budget that there is no 
objection to the submission of this report to your committee, and that the en- 
actment of H. R. 21, 85th Congress, would not be in accord with the program 
of the President. 

Sincerely yours, 


H V. Hierey, Administrator. 
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VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington 25, D. C., January 28, 1957. 


Hon. OviIn E. TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington 25, D. C. 


Dear Mr. TEAGUE: This will refer to your request for a report by the Veterans’ 
Administration on H. R. 60, 85th Congress, a bill to amend section 605 of the 
National Service Life Insurance Act of 1940 to provide that 20 percent of the 
national service life insurance fund may be invested in making direct home loans 
to veterans, and that the interest from such loans in excess of the average rate 
of interest on the portion of such fund invested in other obligations shall be 
used to pay the costs of administrating such act, and for other purposes. 

The purpose of this measure is to increase the amount of funds available for 
the making of direct home loans to veterans under section 512 of the Servicemen’s 
Readjustment Act of 1944. To this end, section 605 of the National Service Life 
Insurance Act would be amended to permit the investment of not more than 20 
percent of the national service life insurance funds in direct home loans. 

Section 512 of the Servicemen’s Readjustment Act authorizes the Administra- 
tor of Veterans’ Affairs to make direct loans to eligible veterans for the purchase, 
construction, repair, alteration, or improvement of homes (including the purchase 
of land on which there is a farmhouse, the construction of a farmhouse on land 
owned by the veteran, and the repair, alteration, or improvement of a farm- 
house), if the Administrator finds that in the area where the property is located 
private capital is not available for such purpose at an interest rate not in excess 
of that authorized for guaranteed loans under section 501. As extended by 
Public Law 1020, 84th Congress, commitments for direct loans may be made by 
the Administrator until June 30, 1958. 

Under the bill the Secretary of the Treasury would be authorized to advance 
to the Administrator not more than 20 percent of the national service life 
insurance fund to be used for the purpose of making direct loans. Such loans 
would be a part of the fund. The Administrator would be required to determine 
at the end of each fiscal year the net amount derived on home loans made from 
the national serivce life insurance fund (i. e., the total amount received on such 
loans minus repayment of principal and minus a reasonable reserve for the 
payment of losses on such loans during the year). He would then be required 
to determine the average amount of advances outstanding for home loans made 
from the fund during the fiscal year involved and multiply such amount by the 
average return on the other invested portion of the fund for that fiscal year. 
If the net amount received from loan investments exceeds the amount computed 
by multiplying the average amount of advances by the return on the other 
invested portion of the fund, such excess would be used to pay the administrative 
expenses authorized under section 606 of the National Service Life Insurance 
Act for the next fiscal year and any remainder would be covered into miscel- 
laneous receipts in the Treasury. If, however, the net amount received from 
loan investments proved to be less than that which would have resulted from 
the average yield of the other portion of the fund, the Government would pay 
into the fund such amounts as would be necessary to eliminate the deficit. The 
net effect of these provisions, therefore, would be to guarantee the fund the same 
average yield on the portion invested in home loans as was obtained from the 
other investments and to make any income above that amount available for 
general governmental purposes. 

The total assets of the national service life insurance fund at the present 
time amount to approximately $5.6 billion and therefore, under the provisions 
of the proposed bill, there would be available for investment in GI direct loans 
approximately $1.12 billion. Whether or not such additional amounts would 
be necessary for the purpose of providing direct loans to eligible applicants 
depends, in large part, on the future scope of the direct loan program. At the 
present time, it appears that the presently authorized funds for direct loans 
would be sufficient to accommodate all direct loan applications that may be antici- 
pated during the present fiscal year under the laws and policies now in effect, 
and, moreover a substantial sum may be available for use during the fiscal year 
1958. 

In this connection, it is to be noted tht in the budget message of the President 
for the fiscal year ending June 30, 1958, it is stated on page M43 as follows: 

“Private lenders cooperating with the Housing and Home Finance Agency 
under the voluntary home mortgage credit program have provided insured or 
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guaranteed loans for many veterans and other home buyers living in remote 
areas as well as for members of minority groups otherwise unable to obtain 
private credit. This program should be extended for 3 years beyond the present 
expiration date of June 30, 1957. 

“The Veterans’ Administration makes direct housing loans to veterans in areas 
where credit is hard to obtain. Adjustment of interest rates on guaranteed loans 
and extension of the voluntary home mortgage credit program should make the 
funds now available adequate for the direct loan program. Legislation is also 
proposed to adjust the interest rate on direct loans so as to keep it the same as on 
guaranteed loans, in conformity with past practice.” 

As your committee is aware, the operations of the direct loan program have 
been confined to rural and semirural areas where mortgage funds have tradi- 
tionally been in short supply. The authorization of more than $1 billion 
additional for direct loans for this purpose, however, would undoubtedly result 
in pressures to extend the scope of the eligible direct loan areas to include urban 
and metropolitan areas not now eligible. Under such circumstances it would 
seem essential that a clearer definition be made as to the areas intended to 
be covered by the direct loan program should the bill be favorably considered. 

Apart from the question of whether increased funds should be made available 
for the direct loan program, the utilization of a portion of the national service 
life insurance fund for that purpose independently raises several important 
questions of policy and presents administrative difficulties. 

Section 605 of the National Service Life Insurance Act, as amended, provides 
for the establishment in the Treasury of a permanent national service life in- 
surance trust fund, and the Secretary is authorized to invest such fund in 
interest-bearing obligations of the United States, or in obligations guaranteed 
as to principal and interest by the United States, and to sell such obligations 
for the purposes of the fund. This fund is available for the payment of liabilities 
under the insurance contract, including payment of dividends and refund of 
unearned premiums. 

The Federal securities in which the fund is presently invested pay 3 percent 
interest. In addition, loans with an interest rate of 4 percent are made on the 
permanent plan insurance policies, which loans are fully secured by the reserve 
value of the policy in the trust fund. 

It is considered essential that the securities in which the fund is invested 
be of a type which can readily be liquidated in order to meet the obligations 
arising under the national service life insurance contracts, including the payment 
of dividends. Although the bill provides for the investment of only 20 percent 
of the fund in direct home loans, it is possible that the enactment of this provision 
might serve as an undesirable precedent for encumbering a larger portion of the 
fund in a type of investment which cannot readily be liquidated. 

It should also be noted that if some of the national service life insurance 
funds are to be used to provide direct home loans under section 512 of the 
Servicemen’s Readjustment Act, the United States securities now held by the fund 
would have to be redeemed by the Treasury, either from present revenues or, 
if it is assumed that there is no surplus of such revenues at the present time, by 
borrowing in the open market. To put it another way, the Government has to 
raise money to redeem the national service life insurance securities before the 
fund has money available to be used for home loans. Thus it appears that it 
would be just as simple financially for the Government to make money available 
directly for the purpose of this bill as it would be for the Government to raise 
money to redeem national service life insurance securities so that the fund can 
make money available for such purpose. It is suggested that the committee may 
desire the comments of the Treasury Department on this and other aspects 
of the bill affecting its operation. 

While this bill apparently guarantees the fund a certain rate of interest on 
the average amount advanced, there appears to be no complete guaranty against 
losses of principal. The only provision for guaranteeing against losses of 
principal is the establishment of reasonable reserve for payment of losses, which 
reserve is established out of the income derived each year. Thus in the event 
of a situation of heavy defaults, there is no guaranty that there would be 
sufficient income to establish reserves to pay for losses. The national service 
life insurance fund is invested in the safest security that is available and no 
speculation is involved in the investment of the trust fund. In view of the 
provisions of the National Service Life Insurance Act which give absolute pro- 
tection to the fund, it would be a marked departure to authorize the investment 
of the fund in obligations that are not fully guaranteed as to principal and 
interest. The legality of changing the investment provisions of the National 
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Service Life Insurance Act is questioned, since all policies have been issued 
under the existing law and any losses to the fund as a result of this proposed 
legislation would adversely affect the interest of all policyholders in such trust 
fund. 

It is not entirely clear whether the origination and servicing costs of direct 
loans made from national service life insurance funds are intended to be included 
among the “expenses of administration of this act otherwise payable by the 
United States under section 606,” and the costs of the proposed measure are not 
subject to precise estimate. In any event, however, on the basas of experience 
to date with the direct loan program, and on the assumption of a continuation 
of reasonable favorable economic conditions, it would seem that interest earn- 
ings should be ample, on a long-range basis at least, to establish an adequate 
reserve for losses and, in addition, would be sufficient to cover any administrative 
costs for the making and servicing of additional loans authorized under the 
proposed bill. In this connection, it is to be noted that at the present time 
reserves of from 4 to 5 percent of the outstanding principal balance of direct loans 
have already been established. 

In view of the foregoing considerations, the Veterans’ Administration is 
unable to recommend favorable consideration of H. R. 60, 85th Congress by 
your committee. 

Advice has been received from the Bureau of the Budget that there is no 
objection to the submission of this report to your committee and that the enact- 
ment of H. R. 60, 85th Congress, would not be in accord with the program of 
the President. 

Sincerely yours, 
H. V. Hierrty, Administrator. 





VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFATRS, 
Washington 25, D. C., January 238, 1957. 
Hon. Ovin E. TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Teacve: This will refer to your request for a report by the Vet- 
erans’ Administration on H. R. 59, 85th Congress, a bill to amend section 512 
and 513 of the Servicemen’s Readjustment Act of 1944 to extend until July 25, 
1958, the authority of the Administrator of Veterans’ Affairs to make direct 
loans, to remove certain inpediments to the processing of applications for direct 
loans, and for other purposes. 

The purpose of this measure is to amend the direct loan provisions of sections 
512 and 513 of the Servicemen’s Readjustment Act in the following particulars: 

1. To extend the authorized period for making direct loans from June 
30, 1958, to July 25, 1958, the terminal date for receiving applications 
for guaranty of loans, in World War II cases. 

2. To extend the period during which the Administrator may request 
funds for direct loans from the Secretary of the Treasury from June 30, 
1957, to July 25, 1958, and extend the time for returning unexpended ad- 
vances and principal repayments to the Treasury to June 30, 1959. 

8. To authorize, an addition to the basie Treasury advancements of 
$150 million per year (not exceeding $50 million in any quarter) additional 
advancements, at the request of the Administrator, of $50 million until 
Julv 25, 1958, in lieu of funds not used in fiscal year 1956, together with 
a further amount between June 30, 1958, and July 25, 1958 equal to the 
difference between $150 million and the amount made available for direct 
loans in the preceding fiscal year from Treasury advances and the sale of 
loans. 

4. To restrict referral of requests for direct loans received after January 
1 1957, to other Government agencies or private lenders. 

5. To prohibit rejeetion of an application for direct loan solely because 
a guaranteed loan is available, unless it appears that such lean was offered 
at par or that any discount would be voluntarily paid by the seller, builder, 
or party other than the veteran. 

The amount of the direct loan funds presently authorized appears to be suffi- 
cient to accommodate all direct loan applications that may be received during the 
present fiscal year under the laws and policies now in effect and, moreover, a sub- 
stantial sum may be available for use during fiscal year 1958 so that in the 
absence of a restriction on the referral of direct loan applications to the volun- 
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tary home mortgage credit program committees, as contemplated by section 4 of 


the bill, there would appear to.be an adequate supply of funds available. 

The language of the bill, as drawn, leaves open to question one matter relating 
to the intent of the proposal. It is indicated that no applications shall be re- 
ferred by the Administrator “prior to the approval or rejection of such loan 
application, as the case may be, by the Administrator.” This might be construed 
to mean that following approval or rejection such referral will be made. [If it is 
intended that no such referrals be made, it would appear that the quoted lan- 
guage, found on page 3, lines 17 and 18, of the bill, should be stricken. 

It should be pointed out that the practical effect of section 4 of the bill would 
be to discontinue referrals of veterans’ loan requests to the voluntary home 
mortgage credit program and of removing whatever measure of support might 
thereafter be provided by that program as a source of guaranteed home loans. 
Under the provisions of section 4, most cases of the type previously financed with 
Veterans’ Administration guaranteed loans arranged through the voluntary home 
mortgage credit program would presumably thereafter be financed through the 
media of direct loans. 

From the inception of the voluntary home mortgage credit program through 
December 1956, lenders cooperating with that organization have placed 19,943 
loans for veterans, amounting to approximately $175 million. This is a sub- 
stantial amount of money that private industry has invested in areas that pre- 
viously had to rely almost entirely on direct loan financing and reflects creditably 
on the VHMCP and the lenders cooperating with it. During recent months, how- 
ever, the number of financing assistance requests received by VHMCP has been 
decreasing, as have the number of cases referred by that agency back to the 
Veterans’ Administration for direct loan consideration. Except for a few areas 
where VHMCP is not active, the number of direct loan applications that the 
Veterans’ Administration processes depends on the number of cases where 
VHMCP cannot arrange a loan. The volume of direct loans is closely related to 
the demands made on VHMCP for financing assistance. It would seem reason- 
able to assume that the declining number of assistance requests received by 
VHMCP is an indication of a slack demand for mortgage financing in the areas 
of the country served by that program. Accordingly, if this is a proper explana- 
tion for recent VHMCP experience, there may not be as great a need for financing 
in those areas of the country as otherwise might be presumed. 


The effect of section 4 of the subject bill, particularly the proposed subsection: 


512 (h), would be to extend mortgage financing in direct loan areas on terms 
more favorable than those which would be available in many areas not eligible 
for direct loans. Such dissimilarity in the price of money provided for GI 
home loans between areas eligible and those not eligible for direct loans would’ 
inevitably result in strong pressures to extend direct lending into larger com- 
munities not presently eligible, which would create greater demands for direct 
loan funds. 

As your committee is aware, direct loans have heretofore been largely confined 
to rural areas and small communities. In view of the disparities between eligible 
and ineligible areas that would result from the enactment of this bill, it is con- 
sidered essential that clearer definition of the areas intended to be covered by 
the direct lending authority be made, if the bill should be favorably considered, 
lest the pressures involved result in extending the direct loan areas to eventually 
embrace the entire country, including large metropolitan centers. 


The cost of the proposed measure is not subject to precise estimate. The: 


immediate administrative expenditures which would be required would be propor- 
tionate to the additional number of direct loans that would be made as a result 
of the additional funds provided. It is expected, however, that the reserves that 
will be created from interest earnings will ultimately compensate the Government 


for the initial outlays, since the repayment record of the direct loan program thus. 


far has been excellent and reserves amounting to from 4 to 5 percent of the 
outstanding principal balance have already been established. 

In view of the considerations outlined in this report, the Veterans’ Administra- 
tion is unable to recommend favorable consideration of H. R. 59, 85th Congress, 
by the committee. 

Advice has been received from the Bureau of the Budget that there would be 
no objection by that Office to the submission of this report to the committee. 

Sincerely yours, 


H. V. Hietey, Administrator. 
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PUBLIC LAW 560, 88D CONGRESS 
TrTLE VI—VotuNTARY HoME MortTGAGEe Crepir PRoGRAM 


DECLARATION OF POLICY 


‘Sec. 601. It is declared to be the policy of Congress— 

(a) to seek the constant improvement of the living conditions of all the 
people under a strong, free, competitive economy, and to take such action as 
will facilitate the operation of that economy to provide adequate housing 
for all the people and to meet the demands for new building ; 

(b) to provide a means of financing housing within the framework of our 
private enterprise system and without vast expenditures of public moneys; 

(ec) to encourage and facilitate the flow of funds for housing credit into 
remote areas and small communities, where such funds are not available 
in adequate supply ; and 

(d) to assist in the development of a program consonant with sound under- 
writing principles, whereby private financing institutions engaged in mort- 
gage lending can make a maximum contribution to the economic stability 
and growth of the Nation through extension of the market for insured or 
guaranteed mortgage loans. 

DEFINITIONS 


Sec. 602. As used in this title, the following terms shall have the meanings 
respectively ascribed to them below, and, unless the context clearly indicates 
otherwise, shall include the plural as well as the singular number: 

(a) “Insured or guaranteed mortgage loan” means any loan made for the 
construction or purchase of a family dwelling or dwellings and which is (1) 
guaranteed or insured under the Servicemen’s Readjustment Act of 1944, as 
amended, or (2) secured by a mortgage insured under the National Housing Act, 
as amended. 

(b) “Private financing institutions’ means life-insurance companies, savings 
banks, commercial banks, savings and loan associations (including cooperative 
banks, homestead association, and building and loan associations), and mort- 
gage companies. 

(c) “Administrator” means the Housing and Home Finance Administrator. 

(d) “State”? means the several States, the District of Columbia, the Common- 
wealth of Puerto Rico, and the Territories and possessions of the United States, 


NATIONAL VOLUNTARY MORTGAGE CREDIT EXTENSION COMMITTEE 


Sec. 603. There is hereby established a National Voluntary Mortgage Credit 
Extension Committee, hereinafter called the “National Committee”, which shall 
consist of the Housing and Home Finance Administrator, who shall act as Chair- 
man of the National Committee, and fourteen other persons appointed by. the 
Administrator as follows: 

(a) Two representatives of each type of private financing institutions ; 

(b) Two representatives of builders of residential properties ; and 

(c) Two representatives of real estate boards. 

The Administrator shall also request the Board of Governors of the Federal 
Reserve System to designate a representative of the Board to serve on the 
National Committee in an advisory capacity. 

The Administrator shall also request the Administrator of Veterans’ Affairs to 
designate a representative to serve on the National Committee in an advisory 
capacity. 

The Administrator shall also request the Home Loan Bank Board to designate 
a representative of the Board to serve on the National Committee in an advisory 
capacity. 

In selecting and appointing the members of the National Committee, the Admin- 
istrator shall have due regard to fair representation thereon for small, medium, 
and large private financing institutions and for different geographical areas. 
Members of the National Committee appointed by the Administrator shall serve 
on a voluntary basis. 

REGIONAL SUBCOMMITTEES 


Sec. 604. (a) As soon as practicable, the National Committee shall divide the 
United States into regions conforming generally to the Federal Reserve districts. 
The Administrator, after consultation with the other members of the National 
Committee, shall, for each such region, designate five or more persons representing 
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private financing institutions and builders of residential properties in such region 
to serve as a regional subcommittee of the National Committee for the purpose 
of assisting in placing with private financing institutions insured or guaranteed 
mortgage loans as hereinafter set forth. In designating the members of each 
such regional subcommittee, the Administrator shall have due regard to fair 
representation thereon for small, medium, and large financing institutions and 
builders of residential properties and for different geographical areas within 
such regions. Members of each regional subcommittee shall serve on a voluntary 
basis. 

(b) The Administrator is authorized and directed, upon the request of a 
regional subcommittee, to provide such subcommittee with a suitable office and 
meeting place and to furnish to the subcommittee such staff assistance as may 
be reasonably necessary for the purpose of assisting it in the performance of 
the functions hereinafter set forth. In complying with these requirements, 
the Administrator may act through and may utilize the services of the several 
Federal home-loan banks. 


FUNCTIONS OF NATIONAL COMMITTEE AND OF REGIONAL SUBCOMMITTEES 


Sno. 605. Zt shali be the function of the National Committee and the regional 
subcommittees to facilitate the flow of funds for residential mortgage loans into 


areas or communities where there may be a shortage of local capital for, or 
inadequate facilities for access to, such loans, and to achieve the maximum utiliza- 


tion of the facilities of private financing institutions for this purpose by soliciting 
and obtaining the cooperation of all sueh private financing institutions in 
extending credit for insured or guaranteed mortgage loans wherever consistent 
with sound underwriting principles. 

Sec. 606. The National Committee shall study and review the demand and 
supply of funds for residential mortgage loans in all parts of the country, and 
shall receive reports from and correlate the activities of the regional subcom- 
mittees. It shall also periodically inform the Commissioner of the Federal Hous- 
ing Administration and the Administrator of Veterans’ Affairs concerning the 
results of the studies and of the progress of the National Committee and regional 
subeommittees in performing their function, and shall to the extent practicable 
maintain liasion with State and local Government housing officials in order 
that they may be fully apprized of the function and work of the National Com- 
mittee and regional subcommittees. The Administrator shall, not later than 
April 1 in each year, make a full report of the operations of the National Com- 
mittee and the regional subcommittees to the Congress. 

Sec. 607. (a) Each regional subcommittee shall study and review the demand 
and supply of funds for residential mortgage loans in its region, shall analyze 
eases Of unsatisfied demand for mortgage credit, and shall report to the National 
Committee the results of its study and analysis. It shall also maintain liaison 
with officers of the Federal Housing Administration and of the Veterans’ Admin- 
istration within its region on order that such officers may be fully apprized 
of the function and work of the National Committee and regional subcommittees. 
It shall request such officers to supply to the subcommittee information regarding 
cases of unsatisfied demand for mortgage credit for loans eligible for insurance 

under the National Housing Act, as amended, or for insurance or guaranty under 
the Servicemen’s Readjustment Act of 1944 as amended. Such officers are 
authorized to furnish such information to such subcommittee. 

(b) A regional subcommittee shall render assistance to any applicant for 
a loan, the proceeds of which are to be used for the construction or purehase 
of a family dwelling or dwellings, upon receipt of a certificate from such appli- 
eant, stating that— 

(1) application for such loan has been made to at least two private 
financing institutions, or in the alternative to such private financing institu- 
tion or institutions as may be reasonably accessible to the applicant; 

(2) the applicant has been informed by the above-mentioned private 
financing institution or institutions that funds for mortgage credit on the 
loan are unavailable; and 

(8) the applicant is eligible for insurance or guaranty under the Service- 
men’s Readjustment Act of 1944, as amended, or consents that the mortgage 
to be issued as security for the loan be insured under the National Housing 
Act, as amended. 

Upon receipt of such certification from an applicant the regional subcommittee 
shall circularize private financing institutions in the region or elsewhere and 
shall use its best efforts to enable the applicant to place the loan with a private 
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financing institution. Jt shall render similar assistance to any applicant for 
a loan, the proceeds cf which are to be used for the construction or purchase 
of a family dwelling or dwellings, upon receipt of information from the Veterans’ 
Administration to the effect that the applicant has applied for a direct loan, if 
he is eligible for such a loan, and that he is eligible for insurance or guaranty, 
under the Servicemen’s Readjustment Act of 1944, as amended. In order to 
encourage small or local private financing institutions to originate insured or 
guaranteed mortgage loans, it may also render similar assistance to private 
financing institutions in locating other private financing institutions willing 
to repurchase such mortgage loans on a mutually satisfactory basis. 

(c) In the performance of its responsibilities under subsection (b) of this 
section, a regional subcommittee may at its diseretion (1) request the National 
Committee to obtain for it the aid of other regional subcommittees in seeking 
sources of mortgage credit, and (2) request and obtain voluntary assurances 
from any one or more private financing institutions that they will make funds 
available for insured or guaranteed mortgage loans in any specified area or 
areas within its region in which the subcommittee finds that there is a lack of 
adequate credit facilities for such loans. 


REGULATIONS OF ADMINISTRATOR 


Sec. 608. The Administrator, after consultation with the National Com- 
mittee, shall have power to issue general rules and procedures for the effective 
implementation of this title and for the functioning of the regional subcommit- 
tees, pursuant to the provisions hereof and not in conflict herewith. 


GENERAL PROVISIONS 


Sec. 609. No act pursuant to the provisions of this title and which occurs 
while this title is in effect shall be construed to be within the prohibitions of the 
antitrust laws or the Federal Trade Commission Act of the United States. 
Service as a member of the National Committee or of any regional subcom- 
mittee is not to be construed as holding any office or employment with the 
Government of the United States. The Administrator is authorized and directed, 
upon the request of the National Committee, to provide such Committee with 
a suitable office and meeting place and to furnish to the Committee such staff 
assistance as may be reasonably necessary for the purpose of assisting it in 
the performance of the functions of such Committee. Funds available to the 
Administrator for administrative expenses shall be available for all expenses 
necessary in carrying out the provisions of this title, including expenses of 
persons serving as members of any committee or subcommittee established 
pursuant to this title for communications, transportation, and not to exceed $25 
per diem in lieu of subsistence when away from their homes or regular places 
of business in connection with the business of such committee or subcommittee. 

Sec. 610. (a) This title and all authority conferred hereunder shall terminate 
at the close of June 30, 1957. 

(b} Nothwithstanding subsection (a), Congress, by concurrent resolution, may 
terminate this title prior to the termination date hereinabove provided for. 
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aAnerease in net yield to lenders due to discounts on VA guaranteed or insured 
home loans—Continued 


5 PERCENT MORTGAGE RATE 
25-year mortgage 30-year mortgage 
Prepaid in— 


8 years |10 :years|12 years 
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NATIONAL SAVINGS AND Loan LEaGuE, 
Washington, D..C. January 17, 1957 
Mr. OLIN E. TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington 25, D. C. 


Deak Mr. CHAIRMAN: We thank you for your invitation to appear or 
present a statement in connection with the hearings of the Committee on Veterans’ 
Affairs on veterans’ home-loan programs, 

We believe that the veterans’ home-loan program has contributed substantially 

to the furtherance of homeownership. In this performance it has had the sup- 
port of a substantial segment of the home financing business. The savings and 
loan industry has been a leader in the home-financing business and in the making 
of VA home loans. We believe that it is in the public interest to facilitate the 
-eontinuance of this support. Without regard to the merits of interest rate 
increases, the fact remains that they have advanced substantially and something 
will have to be done in order to provide private enterprise participation and 
support. One assurance of this support, which we recommend, would be the 
equalization of the VA home-loan interest rate with that available on FHA home 
loans. This would provide a more stable market, rather than on relying on 
discounts to take up the slack. 

Another problem stems from the restriction of credit available for home 
financing. The upward surge of interest rates draws potential home financing 
funds into other more lucrative fields. The ready availability of moderately 
priced credit would substantially.increase the present savings and loan participa- 
tion in the popular (with them) GI home-loan program. Any consideration of 
direct lending or use of NSLI funds or other government funds should be subor- 
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dinated to other programs such as increasing the VA rate or making more credit 
available for home financing. 
Sincerely yours, 
Haroitp P. BRAMAN, 
Executive Manager. 
The CHarrman. Our first witnesses this morning are from the 
Veterans’ Administration: Mr. Ralph H. Stone, Chief Benefits 
Director; Mr. Thomas J. Sweeney, Director, Loan Guaranty Service, 
Department of Veterans’ Benefits; Mr. John M. Dervan; Mr. Phili 
N. Brownstein; Mr. Robert Colwell; Mr. W. A. Poissant; Mr. T. 
Daley; and Mr. James Bayles. 
Mr. Stone, we will let you proceed whatever way you want to. 


STATEMENT OF RALPH H. STONE, CHIEF BENEFITS DIRECTOR, 
VETERANS’ ADMINISTRATION, ACCOMPANIED BY THOMAS J. 
SWEENEY, DIRECTOR, LOAN GUARANTY SERVICE, DEPARTMENT 
OF VETERANS’ BENEFITS; JOHN M. DERVAN, CHIEF, LEGISLA- 
TIVE AND REGULATORY STAFF, LOAN GUARANTY SERVICE; 
PHILIP N. BROWNSTEIN, ASSISTANT DIRECTOR FOR LOAN 
POLICY AND MANAGEMENT, LOAN GUARANTY SERVICE; ROBERT 
COLWELL, STAFF ASSISTANT, LOAN GUARANTY SERVICE; W. A. 
POISSANT, CHIEF ACTUARY, DEPARTMENT OF INSURANCE; T. F. 
DALEY, ASSOCIATE GENERAL COUNSEL FOR LEGISLATIVE 
SERVICE; AND JAMES BAYLES, LEGISLATIVE ATTORNEY 


Mr. Stone. Mr. Chairman and members of the committee, I have a 
prepared statement here covering pretty thoroughly the program that 
we are about to discuss, with a definite recommendation also, and if you 
have no objection I will proceed to read it. 

In your request to the Veterans’ Administration to appear before 
your committee, your letter of November 28, 1956, indicated that the 
committee would be interested in the general subject of housing, with 
particular reference to mortgage financing and its effect on guaranteed 
and direct loans administered by the Veterans’ Administration. We 
welcome this opportunity to review with you and your committee these 
particular matters and others having a direct bearing on the present 
and future course of the guaranteed and direct loan programs, and 
will attempt to cover each of the subjects listed in your letter of 
January 9, 1957. 

As you are aware, and it is important to point out, there are many 
factors and influences beyond the control or province of the Veterans’ 
Administration that have some direct effect on present conditions 
and which are too broad in scope for our administrative policies and 
procedures to cope with successfully. However, we will attempt in 
this statement to present the VA’s review of housing generally, some 
arguments, both pro and con, regarding an increase in the GI loan 
interest rate, including our recommendations on that subject, and 
other complex problems in the veterans’ home financing picture. 


LOAN-GUARANTY ACTIVITIES IN 1956 


During 1956, activities in connection with the guaranty of loans to 
veterans tapered off somewhat from the record-high peaks of 1954 and 
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1955 but were substantially higher than the volume in most previous 
years in the history of the program. | 


APPRAISAL REQUESTS AND LOAN APPLICATIONS 


During 1956, the Veterans’ Administration was asked to appraise a 
total of 709,500 dwelling units, of which 57 percent were Pan new 
homes and the remaining 438 percent were existing homes. Certificates 
of Reasonable Value were issued on 586,780 housing units and 991,480 
compliance inspections were made during the construction of 270,675 
new homes started during the year for sale to veterans. P 

During 1956, a total of 512,400 formal applications to guarantee 
or insure loans to veterans were received, of which 507,144 were home 
loans, 1,319 were farm loans, and 8,937 were business loans. As of 
the end of 1956, a cumulative total of 5,462,423 GI loan applications 
had been received, of which 94 percent were loans for home purchase, 
114 percent were applications for farm loans, and the remaining 414 
percent were loans for business purposes. 

In response to the committee’s request for information regarding 
monthly rates of loan-guaranty activities, we have prepared two 
charts showing the month-to-month trend for the period July 1953 
through December 1956. With your permission, I should like to 
present these charts at this time. 

This chart shows monthly trends in the number of housing units 
which the Veterans’ Administration was asked te appraise... The 
lower portion of each bar represents the number of proposed houses 
for which appraisals were requested and the upper section of the bar 
represents requests to appraise existing homes. 

The CHatman. Mr. Stone, will you say that again? What does 
the lower portion of the bar represent ? 

Mr. Srone. The lower portion of each bar represents the number 
of proposed houses for which appraisals were requested and the upper 
section of the bar represents requests to appraise existing homes. 

The Cuarmrman,. Would you care to turn that chart around so that 
the audience can get a look at it? 

Mr, Stone. Copies of the charts are in the prepared statement: 

Mr. Sweeney. The last four pages of the exhibits, Mr. Chairman. 

Mr. Stone. The other chart shows monthly trends in the number 
of home-loan applications received. As in the chart on appraisals 
the lower portion of each bar represents the number of applications 
to guarantee loans on new homes and the upper section represents ‘the 
number of applications to guarantee loans on existing homes, ‘The 
line which you see running through this chart shows the trend in the 
total number of home loans guaranteed. You will note that the num- 
ber of loans guaranteed naturally lags somewhat behind the rate of 
applications received. 


_ Copies of these charts, with supporting tables, may be found in the 
last four pages of the attached exhibits, 


LOANS GUARANTEED OR INSURED 


As of the end of 1956, a cumulative total of more than 5 million 
loans, amounting to $39,700 million had been guaranteed or insured 
by the Veterans’ Administration. Of this total, more than 4% 
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million loans, amounting to over $38,800 million, were loans for home 
purchases; 70,000 loans, amounting to $276,600,000, were farm loans; 
and nearty 227,700 loans, amounting to more than $625 million, were 
for business purposes. During 1956, 507,725 home loans were closed 
and guaranteed, totaling over $5,868 million as were 1,316 farm loans 
totaling . $6,645,000, and nearly 4,000 business loans, totaling 
$15,800,000. 
WORK IN PROCESS 


As of the end of December 1956, the processing of appraisal re- 
quests and loan applications was on a current basis in most regional 
offices. Loan applications awaitmg prior approval were about 
equivalent to the number of such applications received during the 3 
preceding weeks, and the appraisals in process were about equivalent 
to the number of appraisal requests received in the 5 preceding weeks. 


LOANS REPAID IN FULL 


_ During 1956, a total of 202,290 VA-guaranteed loans, having an 
original principal of $1,274 million were terminated by repayment in 
full Cumulatively, as of the end of December 1956, 1,208,000 loans, 
having an original principal of $6,300 million, had been repaid in full. 
Of the 1,208,000 loans repaid, home loans accounted for 974,800, or 
20 percent of the total number which had been guaranteed; 46,000 
were repaid farm loans, or 65 percent of the total number under- 
written; and repaid business loans totaled 187,300 or 82 percent of the 
total busmess loans made. 


DEFAULT AND CLAIM EXPERIENCE 


As of the end of 1956, a cumulative total of 522,450 home loans had 
been reported in default, of which 457,039 had been cured or with- 
drawn, 29,442 had resulted in claim payments, and 35,169 were still 
in default. About six-tenths of 1 percent of the total number of home 
loans guaranteed to date had resulted in claims and the net amount 
of claims paid to date (which is subject to further recovery from the 
liquidation of securities and repayments) was equivalent to about one- 
twentieth of 1 percent of the mitial principal amount of total home 
loans guaranteed. The percentage of home loans outstanding on 
which defaults were pending has been declining steadily during the 
past 4 years—from 1.7 percent of outstanding at the end of 1951 to 
0.94 percent at the end of 1956. 

As of the end of 1956, a cumulative total of about 15,500 farm loans 
had been reported in default, of which nearly 12,900 had been cured, 
almost 2,200 had resulted in claims, and the remaining four-hundred- 
odd cases were still in default. About 3 percent of the farm loans made 
to date had resulted in claims and the net amount of claims paid to date 
amounted to about one-half of 1 percent of the original principal 
amount of all farm loans made. 

As of the end of 1956, a cumulative total of 41,000 business loans 
had been reported in default, of which 24,500 had been cured, 14,150 
had resulted in claims, and the remaining 2,350 were still in default. 
About 6 percent of the business loans made to. date had resulted in 
claims and the net amount of claims paid to date amounted. to 1.7 
percent of the original principal amount of all business loans made. 
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RELATION OF VA LOAN GUARANTY ACTIVITY TO TOTAL RESIDENTIAL 
CONSTRUCTION AND HOME FINANCING 


During 1956, there were 270,700 new houses started under VA 
compliance inspections. This number is equivalent to about 25 per- 
cent ef the total private-housing starts in the country, which have 
been estimated at nearly 1,100,000. In 1955, the new houses started 
under VA inspections comprised about 30 percent of the national 
total of housing starts. 

Nonfarm real estate mortgage recordings of $20,000 or less during 
the first 10 months of 1956, as reported by the Home Loan Bank 
Board, totaled $23,028 million. VA-guaranteed home loans during 
the same period amounted to $4,394 million—equivalent to 21.4 
percent of the overall national total. In 1955, VA-guaranteed loans 
represented 25 percent of the nonfarm mortgage recordings. 


DEGREE OF VETERAN PARTICIPATION IN LOAN-GUARANTY PROGRAM 


As of the end of December 1956, a total of 5 million veterans had 
secured VA-guaranteed or insured loans, using all or a portion of 
their entitlement. Of this number, 424,420 were veterans of the 
Korean conflict. As of the end of 1956, there were an estimated 
15,355,000 veterans of World War II and 4,984,000 veterans of the 
Korean conflict (885,000 of whom also saw service in World War IL 
in civil life. Thus, there are close to 15 million World War II an 
Korean veterans who haye not used any part of their loan-guaranty 
entitlement. 

Exhibit G attached shows further trends on the participation 
pattern in metropolitan and nonmetropolitan areas, as requested by 
the committee. That is an attachment for your use. 

The CuarrMan. Mr. Stone, has the Veterans’ Administration made 
any study as to the percentage of veterans who have bought homes 
through conventional financing? 

Mr. Stone. No; we have not made a study and cannot make too 
close an estimate. It is almost an impossible figure to attain. 

Mr. Sweeney. The last figures that were compiled on that were in 
the 1950 census. I do not think there is anything brought up to date, 
but there is a study being made on that by the Bureau of the Census 
which I think will be ready in July of this year, 

The CHatrMAN. Are there any figures on veterans who bought a 
home through other means; then, later, perhaps when they had a 
larger family, came and bought one under the VA program? 

Mr. Sweeney. Mr. Chairman, we do know there are a good many 
veterans who are second- or third-time purchasers who either bought 
a home before they went into the service or bought a home through 
FHA or conventional financing, The number I would not know, sir. 

Mr. Srone (continuing reading): 


DIRECT-LOAN ACTIVITIES 


During 1956, the monthly trend in the number of direct-loan appli- 
cations received was as follows: 


January__.....-.- 776| May....-.--..-.. 1, 525| September__...... 1, 644 
February......-..- Re eee ee 1, 550 | October. -._--.--- 1, 951 
| caper apa Eioeted i, EIS. & ctatnaseencenn eons 1, 555| November_..__... 1, 864 


SE scan weacae 1, 336 | -August........... 1, 868 | December. - - -- -_- 1, 741 
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The CuarrMan. Mr. Stone, how accurate are those figures? © 

Mr. Stonn. Very accurate. 

The CuarrMan. I mean as reflecting the number of veterans who 
would like to have direct loans? 

Mr. Stonz. We have no figures on that. These figures are based 
on applications made for a direct loan. What was in their minds, of 
course, we don’t know. 

The CuarrmMan. In counties where they apply and cannot get a 
loan, after a while they quit. 

Mr. Stone. There is no way of knowing, of course, but these are all 
that have applied. You can see a gradual increase through the year 
and dropping in December again. 

As of the end of 1956, a cumulative total of 151,631 direct-loan appli- 
cations had been received, of which 61,611 had been withdrawn or 
rejected, 83/288 had been closed and fully disbursed, and 6,732 were 
being processed. 

Of the 83,288 direct loans closed and fully disbursed, 3,682 had been 
repaid in full, 7,253 had been sold to private investors, 338 had re- 
sulted in foreclosures or voluntary conveyances, and 72,015 were 
outstanding. 

The 338 direct loans which had resulted in foreclosures or volun- 
tary conveyances as of the end of 1956 were equivalent to four-tenths 
of 1 percent of all the direct loans made. As of the end of 1956, there 
were 3,631 direct loans in default, or 5 percent of the loans outstanding 
on that date. Of the total number of direct loans in default, only 262 
were considered as serious. Loan-servicing efforts were expected to 
effect a cure in most of the remaining cases. 


CURRENT STATUS OF DIRECT LOAN FUNDS 


In our statement before the Subcommittee on Housing of this 
committee which was given on November 26, 1956, we presented a 
report of the status of direct-loan funds up to November 1, 1956. 
Those figures were brought up to December 1, 1956, in our letter of 
January 9, 1957, to the chairman of this committee. It is now pos- 
sible to report the status of direct-loan funds as of January 1, 1957 

The following table shows the status of direct-loan funds on Janu- 
ary 1, 1957, and the prospects for the balance of the current year: 











Unreserved funds on hand; ‘July ¥,19562-2...2-22 25 LL ell $112, 112, 000 
Tréasury advance, December 1956.1... 2222 49, 736, 000 
Sales proceeds, July through December 1956__..-._.-.-..------ 495, 000 
Principal repayments, July through December 1956___-_-_------- 13, 734, 000 
, 176, 077, 000 
Reservations for loans, July 1-Dee. 31, 1956__________--..--_--- 58, 507, 000 
_ Unreserved funds on ere, 2A BOE at caine Ci Seige ieee 117, 570, 000 
Treasury advances and sales, 3d and 4th quarters___-_.___-_--- 100, 000, 600 
Estimated principal repayments_-_-____.. 22/2222 Si 2 lL lle 15, 000, 000 
Estimated funds available, Jan. 1-June 30, 1957___.-.---- 232, 570, 000 


We assume that your questions about the amounts of funds which 
were authorized but which were not drawn during both the past and 
the present fiscal years have been answered by our letter of January 
9, 1957, to the chairman of this committee: Ifany detailed data are 
fiecessary for your committee, we will be pleased to submit~it on 
request. a 
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The CuHarrmMan. Mr. Stone, let me ask you a question right there. 
Actually, how much money does the VA have as of January 1 for use 
in making direct loans? 

Mr. Stone. We have $117,570,000 on hand now. We can draw 
$100 million more. 

The CuarrMAN. How much money has been previously authorized 
by Congress that the Veterans’ Administration did not use? 

Mr. Stone. $50 million, plus some sales. 

The CHarrMan. How much in addition to what you have just 
given may become available this fiscal year? 

Mr. Srone. $100 million more. 

The CHatrMan. $100 million more? 

Mr. Stone. Yes; a total of $232 million. 

The Cx AIRMAN. Go ahead. 

Mr. Stone (continuing reading): 


VHMCP ACTIVITY AND THE DIRECT-LOAN PROGRAM 


We have been advised by the executive secretary of the voluntary 
home credit program that, since the beginning of their activities 
through December 1956, lenders cooperating with VHMCP have 
placed 19,943 loans for veterans, amounting to $174,621,000. This is 
a substantial amount of money that private industry has invested in 
the areas that previously had to rely almost entirely on direct-loan 
financing. This reflects creditably on the VHMC program and the 
lenders cooperating with it. 

We are also advised, however, that during the recent months the 
number of financing assistance requests received by VHMCP has 
been decreasing as have the number of cases they have referred back 
to VA for direct loan consideration. During October 1956, VHMCP 
received 3,893 cases, in November 3,082, and in December 2,666. It 
is interesting to note that the 1955 experience of VHMCP during the 
months of October, November, and December was very similar. In 
October, VHMCP terminated 1,896 cases without placement of 
which 1,786 were referred to VA. In November the number re- 
ferred back to VA was 1,735, and in December it was 1,346. 

Except for a few areas where VHMCP is not active, the number of 
direct-loan applications that the VA receives depends on the number 
of cases where VHMCP cannot arrange a loan. Thus our direct- 
loan business is closely related to the demands made on VHMCP for 
financing assistance. It would appear that the declining number of 
assistance requests received by VHMCP is an indication of a slack 
demand for mortgage financing in the areas of the country served by 
that program. If that is a proper explanation for the recent VHMCP 
experience, there may not be as great a need for financing in those 
areas of the country as otherwise might be presumed. This is not 
surprising when viewed in the light of studies of individual and family 
incomes, which show that persons living in many areas eligible for 
direct loans have less purchasing power than those in metropolitan 
localities. If your committee is desirous of obtaining any further 
analyses of VHMCP activities, the data will have to be furnished 
from the records of the national committee of that program. 

The CHarrMan. Let me ask a couple questions on direct loans 
right there. Mr. Sweeney, do you have a copy of the law that 
providesfor direct loans? 
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Mr. Sweeney. Yes. 

The Cuarrman. Would you read section 512, please, sir? 

Mr. Srone (reading): 

(1) Upon application by a veteran eligible for the benefits of this title, the 
Administrator is authorized and directed to make, or enter into a commitment 
to make, the veteran a loan for any of the following purposes: 

i) To purchase or construct a dwelling to be owned and occupied by him as 
a home; 

(B) To purchase a farm on which there is a farm residence to be occupied by 
the veteran as his home; 

(C) To construct on land owned by the veteran a farm residence to be occupied’ 
by him as his home; or 

(D) To repair, alter, or improve a farm residence or other dwelling owned by 
the veteran and occupied by him as his home. 

The CuarrmMan. That is sufficient. The point I want to make is 
that the law says the Administrator is authorized and directed to 
make the loan. Is that right? 

Mr. Stronn. Yes. 

The CuHarrMan. If he is directed to make these loans and Congress 
authorized the money and he can delegate any area in the United 
States in which to make loans, why not use the money Congress has 
authorized? 

Mr. Strong. We have an intervening law to work with. 

The CHarrmMan. You are referring to VHMCP? 

Mr. Stonz. Yes. 

oo CuHarrMAN. Will you read the part of the law that requires 
that? 

Mr. Stone. We discussed it very thoroughly last year with you 
and then had a special meeting with the VHMCP. 

The Cuarrman. The truth is there is no section in there that says 
so; is that not true? 

Mr. Stone. There is no section that says we must follow VHMCP. 

The Cuarrman. So the truth is you could and should use this 
direct loan money if you wanted to? 

Mr. Stonn. Yes. There is no question about that. 

The CuarrMan. Do you feel the VA has done the best job it could 
with the direct loan money? 

Mr. Stonz. Yes, sir. 


The Cuarrman. You do not think you could have used more of it? 


Mr. Stons. No. I think we have accomplished a great deal by 
use of VHMCP. 


The CuarrMan. I am not asking about VHMCP. I am asking 


about direct loans. 

Mr. Stonzg. I think we have done a very good job. 

The Cuarmman. You do not think you could have drawn on that 
$50 million and done a better job? 

Mr. Stone. No, sir. 

The Cuarrman. Why not? 

Mr. Stoner. Because there was no demand. 

The CuarrmMan. Then why are you saking for an increase whem 
you have not used your direct-loan money? 

Mr. Stone. The direct-loan money is used in rural sections. 

The Cuatrman. The direct-loan money can be used in any area im 


the United States. It can be used right here in the District of Colum- 


bia if you want to, and you just got through saying that. 
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Mr. Sweeney. The intent of the original law has been reviewed 
many times about the prerogative of the Administrator. It was 
determined that the intent was to use direct-loan money in those 
areas where it was found there was no guaranteedtoan money. We 
developed a formula, and where we found there was a flow of money 
for guaranteed loans, we did not use that direct-loan money. 

Admittedly the law says “authorized and directed” provided there 
is no guaranteed-loan money in a given area. If the situation was 
such there was no flow of guaranteed-loan money, interpreting the 
law as originally written, that would be true, but the point we are 
getting to Mr. Stone discussed last year, of whether the VHMCP law 
directed. The law says: 


It shall request such officers— 
that is, loan guaranty officers— 


to supply to the subeommittee information regarding cases of unsatisfied demand 
for mortgage credit. 

As wee recall, last year we discussed that pro and con. The fact 
was that where those regional subcommittees asked the Veterans’ 
Administration to flow those applications, we did. 

Secondly, if the participating lenders were unable to make the 
loan, we did go ahead and make a direct loan. 

Mr. Kearney. Mr. Chairman. 

The Cuarrman. Mr. Kearney. 

Mr. Kearney. On that particular situation, is that true in all cases 
of direct loans? 

Mr. Sweenry. No. There are many areas where we know there 
are no lenders under the VHMCP program, and we make direct loans. 
Also there are cases of exigency where there is only one property in 
town and there seems to be a delay, and we will authorize a direct loan 
in that case. 

Mr. Krarney. I know of cases where the banks have turned down 
requests for direct loans and the applicants are not able to obtain 
direct loans from the Veterans’ Administration. 

Mr. Sweeney. That is true, and that is because we have not desig- 
nated the area as a direct-loan area. 

Mr. Kearney. Is it true that the banks are opposed to direct loans 
by the Veterans’ Administration? 

Mr. Sweeney. Yes. 

Mr. Kearney. Very much opposed? 

Mr. Sweeney. Yes. 

Mr. Kearney. As a matter of fact they want the rate of interest 
increased ? 

Mr. Sweeney. That is true, yes, sir. 

The Cuarrman. In the President’s budget message he said: 

Legislation is reeommended to permit similar interest rates on loans guaranteed 
by the Veterans’ Administration, so that more veterans may obtain these loans, 

At the same time you are telling us there is not a demand for direct 
loans and that is the reason the direct-loan money has not been used 
up. 
How many discount points do you consider before you determine 
there is a shortage of money? 

Mr. Sweeney. In the direct loan designated areas, we have two. 
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The Cuarrman. If you had more than two discount ‘points in 
California, you would consider that an area for direct loans? 

Mr. Swreney. I am saying in the direct loan designated areas. 

The Cuarrman. You say there has not been a demand for direct 
loans because there is a flow in there. What about an area where 
you find 4.or 6 discount points? Would) you not consider that an 
area for direct loans, if they had to pay that kind of discount? 

Mr. Sweeney. The builder pays the discount. We will bandy 
that around, but if he is using that technique to market his property, 
that is one thing. We have reports in here that discounts are now 
10 or 11 points. However, if in that community there is guaranteed- 
loan money flowing, I do not know to what levels, but our reports to 
date show that even in larger communities,where they are paying 
4- or 5-point discounts loans are being made, 

I do not think it would be the prerogative of the Administrator, 
‘because the builder is paying that discount, that we should make a 
direct loan. The Administrator could analyze the situation. I am 
talking about: where there is no flow of money at any price, and I 
think it would be up to the Administrator to designate it a direct-loan 
area. 

Mr. Sisx. Mr. Chairman, may I ask a question? 

The CHarrmMan. Mr. Sisk. 

Mr. Sisk. How do you determine a direct-loan area? What I 
mean is, how do you outline the boundaries of direct-loan areas? 
How do you determine what shall be a direct-loan area and what 
shall not be a direct-loan area within a given county? 

Mr. Sweeney. As | told the chainman a while ago, when we first 
started the program we said we would not penetrate any town where 
we saw a flow of guaranteed-mortgage money. Under that formula, 
any town with a population of 50,000 or more would not be designated. 
Where we saw there was a progressive movement outside the area, 
there were isolated instances where we designated parts of a commun- 
ity that may overhang into a county, but that was a rare occasion. 
The basis was counties per se where they do not have metropolitan 
areas of over 50,000. That was the original basis. 

Does that answer your question? 

Mr. Sisk. Well, not necessarily, because of this reason: 

All three of the counties which I happen to represent apparently 
have been approved—at least, parts of them—for direct loans, and 
as your figures indicate, in each county there have been a few direct 
loans, I would say—a very, very few. So it is impossible, apparently, 
in most areas to get a direct loan in the small towns, and I am trying 
to determine how you propose to take care of that situation when at 
the same time our discount rate is running at 8 and 9 percent. 

Mr. Sweeney. Well, Congressman Sisk, let me state this: 

I do not know what period you are referring to about the number 
of direct loans, but in the country as a whole we had to allocate this 
fund out to some two thousand odd counties and then in the regional 
offices they, in turn, allocate and spread that money by counties, 
based upon the veteran population. 

So, in X county where it dropped off it was because as the veterans 
came in, due to the scarcity of funds they had for that area they only 
made a small number of direct loans. 
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Mr. Sisx. But, the need is there, and the requests are there, and 
they are crying for loans, and you have money and they are paying 
up to 8, 9, and 10 percent discount rates today and they cannot even 
get money at that rate. In fact, according to the information T get 
that is the situation and yet you are still not loaning this money. 
That is the question with which I am concerned. What. are your 
boundaries and how do you determine that there is no need there? 

Mr. Swuenny. Mr. Sisk, I do not know the particular county you 
are referring to, but I might state this: 

If that is a designated area, and if there is a demand there, the 
first thing we do is refer them to the VHMCP instead of making a 
direct loan. There is ample money out in the regional offices for 
them to make a direct loan. 

If you are pinpointing some area that has not been designated_of 
which I am not informed about, and if the demand is out there, we 
will analyze it. We tell our offices to let us know quickly if there is 
a dropping off. 

I could answer you more specifically if I had the information about 
the particular area in which you are interested. 

Mr. Sisk. Mr. Sweeney, let me ask you one direct question: Today 
the discount rate is 9 percent. Would it be your position that; you 
would refuse to approve that area for direct loans as long as money 
was available at 9 percent? 

Mr. Sweeney. Yes, sir; that is our present policy. 

Mr. Sisk. You would refuse to make available money for direct 
loans? 

Mr. Sweeney. Yes, sir; as long as the guaranteed loans are going 
through there; that is right, sir. 

Mr. Suurorp. Mr. Chairman, may I ask a question or two? 

The CuHarrMAN. Surely, Mr. Shuford. 

Mr. SHurorp. Mr. Stone, or Mr. Sweeney, I think the committee 

would be interested in knowing how many towns of 50,060 population 
or more have been designated as direct-loan areas in your metropolitan 
areas. 

Mr. Stone. Mr. Brownstein, what would you say to that? 

Mr. BrownstetIn. I cannot tell you exactly, Mr. Shuford, but 
there probably are not over a half dozen in the United States. 

Mr. Suurorp. How many would there be under the population 
figure of 50,000, but around the population figure of 20,000 to 25,000 
which have been designated as direct-loan areas? 

Mr. Sweeney. Mr. Congressman, I do not think we have that 
information available, but we would be glad to submit it for the 
record. 

Mr. Suurorp. I think the committee would like to know just how 
many municipalities or how many metropolitan areas and_ their 
population have been declared to be direct loan areas in the country: 

Mr. Sweeney. We shall be glad to furnish that information, sir. 

Mr: Suurorp. Thank you, sir. 

Mr. Chairman, I would like for that information to be incorporated 
in the record. 

The CuarrMan. Without objection, it will be placed in the record. 

(The information requested follows:) 
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Principal cities which are eligible for VA direct home loans as of January 28, 1957 


CITIES WITH OVER 50,000 POPULATION 


State and city population 
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Principal cities which are eligible for VA direct home loans as of January 28, 1957— 
Continued 


CITIES WITH 25,000 TO 50,000 POPULATION—con, 


State and city population 
South Dakota: Rapid Cityiic) 210) A LU ALI ALI. .260g7 25, 310 
Tennessee: 
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Source: Departament of Veterans Benefits, Veterans’ Administration, Jan, 28, 1957, 


Mr. Sisk. Mr. Chairman, if we are planning to leave this direct loan 
area, I have a few additional questions. 

The CuarrmMan. No; let us finish all the questions on direct loans 
right now, while we are on the subject. 

Mr. Sisk. Mr. Stone, on page 6 of your statement immediately fol- 
lowing the chart, you make the statement: 

As of the end of 1956, accumulative total of 151,631 direct loan applications 
had been received, of which 61,611 had been withdrawn or rejected, 83,288 had 
been closed, and fully dispersed, and 6,732 were being processed. 

Do syou ‘have a chart, Mr. Stone, or any material, showing. the 
breakdown as to why they were withdrawn, or how many were with- 
drawn, and how many were rejected? In other words, do you actually 
have a chart giving the details on that particular matter? 

If it is not available at the moment, you can furnish that information 
for the record. 

Mr. Brownstein. Well, most of those figures, Mr. Sisk, resulted in 
withdrawals at the time when we had long waiting lists, and before 
the veteran reached the top of the list in some areas there may have 
been as much as 18 months, and they would have changed their plans 
and would no longer be able to buy the house which they had been 
thinking about some 18 months earlier. 

Most of the withdrawals occurred during that period of time. 

In addition, of course, you have the credit factor on which a certain 
number of them are rejected. Those two categories would represent 
the largest number of withdrawals and rejections. 

We do not have figures on the reasons for withdrawal or rejection 
in our Office, 

Mr. Sisk. Mr. Chairman, I have just one further question of Mr, 
Stone. 

The CuarrMAN. You may proceed. 

Mr. Sisk. Do I understand, then, that your position is at the 
present time for the two-hundred-and-thirty-two-odd-million dollars 
available in the direct loan program which you have not used, that 
there is no need for that money, and that there is sufficient money 
at the present time to take care of the veterans desiring homes? 
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Mr. Srone, No; that is not what I mean at all. There is not the 
demand for the direct loans in these certain areas that have been 
named. The direct loan is a supplementary fund to provide money, 
in areas where money is not being loaned by lending institutions, for 
that purpose. It is not to carry on the entire program. 

Our business last year amounted to $5,000,800,000. That was the 
total. $200 million of the total is a drop in the bucket compared to 
that. We have in the direct loan area now, I think, 2,450 counties 
out of about 3,500 total in the country. So, you might say that 
practically two-thirds of the country is available or eligible now for 
direct loans with about 40 percent, or a little less possibly of the 
veteran load living in that two-thirds area that is eligible. 

So, 40 percent of the veterans as a whole live in direct-loan eligible 
areas. 

; Two-thirds of the country, very roughly, is now eligible for direct 
oans. 

Mr. Sisx. Well, Mr. Stone, I’ve become more and more confused 
all the time. 

You state that there is not an ample flow of money and that ap- 
parent you are going to recommend an increase in interest rates. 

et, on the other hand, you say there is no demand for the loans, and 
there are no requests for them, . 

What was the purpose of the direct-loan program, Mr. Stone, at 
its inception? 
~ Mr. Stone. It was to supplement the regular lending business of 
this country. It was not designed to put the Government into the 
business of lending money. It was to supplement private industry — 
the lending institutions of the country—they like to consolidate their 
lending activities in metropolitan areas more than to scatter them 
all over our rural sections. As I understand it, it is easier and cheaper 
for them to service their loans, and so forth, and so on. They do not 
like to go into an area where there is, maybe, only one loan to be made 
in a particular community or county. This was a fund which was 
created to supplement the lending institutions of the country and to 
help out the veterans in getting a home who wanted to live or had to 
live in those particular areas. 

‘Mr. Sisx. In other words, there are areas, then, today, where there 
are demands for loans for veterans’ homes in which money is not 
available? 

Mr. Stone. That is right. 

Mr. Sisx. Did I not understand you to say a little while ago that 
you have the authority or the Veterans’ Administration has the 
authority to declare any area available for direct loans? 

Mr. Stone. Where money is not available, yes, that is the policy. 

That is when money is not available in many of your communities 
at a price, and discounts do not figure in this situation. In other 
words, there is plenty of money, but it is at a price, you see. We 
cannot control it, and I do not know who can control it. 

Mr. Sisk. Mr. Chairman, I yield back to you. 

The Cuarrman. Mr. Stone, do you believe the Veterans’ Adminis- 
tration has the authority to use this direct-loan money as you see 
fit or do you have orders from a higher authority telling you and 
giving you some directions or instructions as to how to use it? 

Mr. Stone. No; we have used it as we saw fit all the way through. 
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The CuatrMan. You have had no orders from any other agency 
or individual as to the use of it? 

Mr. Stonn. There was not any order to that effect when it was 
set up and before, I came into the picture, as I know of, and I have 
not had any orders to the contrary. 

The CuarrMan. And you are completely responsible for the fact 
that you do not draw the $50 million which you have not used as of 
today of the direct-loan money which you have? 

Mr. Stone. Yes, sir. 

The CuarrMan. Yet, today you tell us that we should increase 
the interest rate, because there is no other way of obtaining money 
for veterans’ home loans? 

Mr. Stone. That is right, sir. 

The CHarrMAN. You do not feel that you should have tried as much 
as possible to use that money in order to have gotten help for veterans 
in areas where money was not available? 

Mr. Stone. We have made it available. Money has been available 
in every regional area that we have for direct-loan purposes. 

The CuarrMan. Mr. Stone, your people in your regional offices will 
not tell you that, because we have been there and talked to them. 
Plenty of them will tell you that they could not get the money. 

Mr. Stone. There has been money available in their offices all the 
time within the last 2 or 3 years. When there was a great demand 
for direct loans a few years ago, we did not have enough money to go 
around, and naturally they complained. 

The CuHarrMAN. Well, suppose the Congress in its wisdom, or lack 
of wisdom, appropriated another $1 billion for you to use in direct 
loan money this year? Do you think you would be able to find a 
place to use it, or would you still come back and say you have got 
to have an interest increase in order to provide the money to these 
veterans for home loans? 

Mr. Stone. You mean to place the Government in competition 
with direct lending agencies? 

The CHarrMan. Well, you put it however you want to. Suppose 
we should appropriate $1 billion? Would you come back and not 
use it, and say you still have to have an increase in interest in order 
to get money? 

Mr. Stone. It depends upon how you wanted to use it. 

The CuairMAN. The law says you are authorized and directed to 
use that direct-loan money anywhere you want to where there is not 
money available for loans. 

Mr. Stone, you know and I know that there has not been money 
available in all the counties and you could have used that direct loan 
money, and you could have used that $50 million which you did not 
draw out. 

Mr. Stone. No; I do not think so because we have now over $200 
million available. 

The CuarrmMan. But you come here and tell us ‘‘We have got to 
increase the interest rate.’ 

Mr. Stone. We cannot. use it if they do not ask for a direct loan. 
We cannot force a direct loan on an individual. As we pointed out a 
few minutes ago, the discount matter does not enter into a decision 
as to a direct-loan area. 

Mr. Ayres. Mr. Chairman, will you yield for a question? 
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The Cuarmman. The gentleman from Ohio is recognized. 

Mr. Ayres. If the $1 billion was appropriated and you raised the 
maximum to $15,000 instead of leaving it at $10,000, you would not 
have any trouble getting rid of the money, would you? 

Mr. Stone. No, sir. 

The CuarrMan. Is not one of the problems you have connected 
with the fact that the $10,000 is too low for the current loans? 

Mr. Srone. Well, I can answer that this way: 

I attended a builders’ meeting here very shortly when they were 
here with their executive committee and several of the builders there 
stated in their opinion that it was impossible for them to build $10,000 
homes, and that there were very few builders in the country who could 
build them at a profit. Of course, land prices have gone up, you see, 
and they stated they would not attempt to build $10,000 homes any 
more. That was just one of their remarks that were made. 

Of course, the size of the families have increased, and so on and 
so forth, among the veterans probably more than anyone else, and 
it seems there has been a demand for larger homes. Then can build 
a cheap house, but it does not fit the veterans at all. Most of our 
complaints are in the area of the $8,000, $9,000 or $10,000 homes that 
were built. They just do not hold up. They want to expect a 
$15,000 house for $10,000. So, it makes it a pretty rough proposition. 

Undoubtedly, there would be much stronger demand if the limit 
of $10,000 is raised. VHMCP has fitted into the picture so wonder- 
fully because they had no limit. They could make all loans whether 
the house cost $12,000, $15,000, $20,000, or $25,000. 

Mr. Ayres. I am quite certain that if the chairman of our com- 
mittee introduced a bill to increase it to $15,000 it would be enacted 
into law within a few weeks, and you would soon have use of money. 

The CrarrMan. I think he could have use of money right now, if 
he wanted to use it. I think he could very easily get rid of all the 
money he has. In fact, this committee can furnish you the names 
of the veterans who are trying to get loans but who cannot get money. 

Will you use that direct-loan money to take care of those loans? 

Mr. Stone. If they are eligible for the loans. As you know, there 
is a high percentage of rejections in the direct-loan area as well as 
all others. I do not know what the percentage is, but it is due to 
their earnings, and their ability to pay and that percentage might 
run as high as 30 or 35 percent. 

Mr. Ayres. Mr. Stone, suppose this committee brought out 
legislation and it became law which changed the rules of eligibility, 
or, in other words, make it easier for you to operate by our writing 
the rules, and saying “here are the loans,” rather than leaving it up 
to your discretion. How would you feel about that? 

In other words, in a problem area such as Mr. Sisk has, we might 
say that in any area where the discount was more than two points 
they would be considered an area for direct loans. There now seems 
to be some difficulty on your part in making a determination. 

I can appreciate what you are up against. How are you going to 
decide whether there is a shortage of money, and who pays the dis- 
count costs? Of course, the old argument that the builder pays it 
is for the birds, as far as I am concerned. I think the purchaser 
pays the discount someplace along the line but, perhaps, we should 
write the rules, Mr. Chairman, and make it easier for the Veterans’ 
Administration to operate. 
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Mr. Stong. Well, of course, we have tried to stretch this small 
amount of money, comparatively speaking, to the total as far as we 
could, and put it into the right situations. 

Mr. Ayres. I appreciate your position. I would hate to have to 
make that decision as to when there was a shortage of money when 
some banks are paying 9 points, and others are paying 2 points. 

Mr. Stone. I do not think the discount rates should be considered 
in the decision on a direct loan in any way. It has nothing to do with 
it. 

Mr. CuristorHEerR. That is the whole point, Mr. Chairman—that 
discount rate. 

The CHarrMAN. Let us not go to discounts at this time. We will 
get to that later. 

Mr. Stone, what is the minimum downpayment on a veterans home? 

Mr. Stones. Two percent. 

The CuarrMan. How was that downpayment arrived at? 

Mr. Stone. That was arrived at by the Veterans’ Administration. 

The CuarrMan. Why was it imposed? What is its purpose? 

Mr. Srons. The purpose was that they needed to have just a little 
more of an interest in the home, and it was decided that the best 
thing to do was to get a downpayment in there. 

The CuHarrMan. It is not true that it was a credit control that was 
imposed to curtail consumer credit in housing? 

Mr. Strong. Yes; you could say that. 

The CuarrmMan. What about changing that a little as a means of 
getting rid of some of your direct-loan money? 

Mr. Strong. I do not know that it woud accomplish anything. 
I think there is a misunderstanding.on this direct-loan situation by a 
lot of people. 

The CuarrMan. Well, evidently there is a misunderstanding, 
Mr. Stone, because as I understand the law it authorizes and directs 
the Administrator to use this money where money is not available 
and you are coming in here and telling us that you have to have an 
increase in interest because money is not available and yet you 
have not used the money which you have now. Now, 2 and 2 makes 
4 to me. 

Mr. Stongz. Mr. Chairman, I tried to point out that this is supple- 
mentary money and it certainly does not come anywhere near meeting 
the demand. 

The CHarrMAN. We understand that; everyone understands that. 

Mr. Stone. Well, how can you talk that way? Just open up this 
to every veteran in the United States? 

The CHarrMAN. You should use the money which is available to 
you. 

Mr. Stone. The money is there available to everyone who makes 
an application for it in the areas where the money is not availab'e 
for lending, and that is the way we have approached it through the 

ears, 
. Mr. Kearney. Will the chairman yield? 

The CuarrMan. Yes; I yield to the gentleman from New York. 

Mr. Kearney. I want to see if you are agreeing with me that if 
the interest rates were increased, there would be no necessity for a 
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direct loan because it would be easy for the banks to loan without 
going back to the Veterans’ Administration? 

The CHatrmMan. We will have some testimony on that later. 

Mr. Stone. To go back to what I said earlier, some of the lending 
institutions in the years past have not wanted to go into certain 
rural sections, or low economy sections, or thinly populated sections 
because the cost of servicing their loans is higher. 

They do like to keep it more concentrated. That is my idea about 
it. I should not be talking on the situation, but that is why we have 
tried to cover and supplement the direct-loan money in that par- 
ticular category. 

Mr. Suurorp. Mr. Chairman, may I ask a question? 

The CuarrMan. Judge Shuford is recognized. 

Mr. Suurorp. Mr. Stone, last year I think we were told that where 
a loan was submitted to the VHMCP it was not checked, but if the 
discount rate was not too high that then the Veterans’ Administration 
considered that money was available and the loan would not be made 
or, at least, a direct loan would not be made. 

Does that rule on the part of the Veterans’ Administration still 
obtain? 

Mr. Stone. Yes, sir; you are talking about the 2 percent? 

Mr. Suurorp. I am talking about 2 percent or 4 percent or 6 per- 
cent. 

Mr. Stong. No; only 2 percent: If they can get money with a 2- 
percent discount and the seller will absorb that 2 percent, then we do 
not make the direct loan. If the discount that they are demanding 
to get their loan is 2 or 2%o0, then we make the direct loan. 

Mr. Saurorp. Suppose the seller will not absorb it, and yet he will 
make the loan with a 2 percent or 2.5 percent, or 4 percent discount? 
Then you refuse to make a direct loan? Is that the rule now? 

Mr. Stone. No; we will make a direct loan for anything over 2 
percent. 

Mr. Suurorp. But under 2 percent, then you say money is avail- 
able, and the veteran cannot have a direct loan? 

Mr. Stone. That is right. 

Mr. Suvurorp. That is still the rule of the Veterans’ Administra- 
tion? 

Mr. Stone. Yes, sir. 

Mr. Suurorp. That rule was initiated by the Veterans’ Adminis- 
tration, was it not? 

Mr. Stone. In agreement with them and trying to conform 

Mr. Suurorp. In agreement with whom? 

Mr. Sronz. The VHMCP in trying to conform. 

Mr. Suurorp. Then, your agreement is with the mortgage company 
or the VHMCP. 

Mr. Sronn. The Government agency. 

Mr. Suurorp. In other words, when they have the 2-percent dis- 
count and they can get it through their lender, then you will not 
make the direct loan? 

Mr. Stone. Yes, sir. 

Mr. Suurorp. That is still your rule? 

Mr. Sronz. Yes, sir. 

Mr. CuristopHer. Mr. Chairman, I have a question which I would 
like to ask following Judge Shuford’s questions. 
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The CHarrmMan. You may proceed. 

Mr. CuristorHer. Carrying on a little further from Judge Shuford’s 
question, you said, I believe, that if the discount was more than 2 
percent the Veterans’ Administration would make a direct loan? 

Mr. Srone. If it is in the direct loan area. 

Mr. CuristopHEer. That would be true if it is in the direct loan 
area? 

Mr. Srone. Yes, sir. 

Mr. CuristopHer. But if it is in an area which has not been desig- 
nated by you as a direct-loan area, you leave it to the mortgage com- 
pany and if money is available at any price in those areas, you do not 
step in? 

Mr. Stone. No, sir. 

Mr. CurisropHer. I would like to remark, Mr. Chairman, that I 
think it is high time this committee and the Congress of the United 
States wrote some regulations under which the Veterans’ Administra- 
tion should and must operate. This discount proposition is nothing 
but a lulling to sleep, as I said here last year, and the man who buys 
the home winds up paying it eventually if he ever has a clear title to 
his home, and anyone with any gumption at all knows that. 

Mr. Lone. Mr. Chairman? 

The CaatrmMan. Mr. Long of Louisiana. 

Mr. Lona. There was one thing, Mr. Stone, a while ago that you 
you kept saying, and that was “‘if there was a demand,” in discussing 
the areas, and how they were created. 

If you have applications for loans in an area which has not been 
designated, and they cannot get the money anywhere else, then do 
you designate that as an area that should have the direct loans? 

Mr. Stone. Yes. 

Mr. Sweeney. Well, Congressmen, let me put it this way: 

I stated a while ago that the discount factor does not enter into it. 
If our studies show that there is a great demand on the part of veterans 
in any community and if there is no money available at the present 
rate of 4.5 percent, we will study that and find out whether the 
demand is such and the houses are available, and then we will desig- 
nate it as a direct loan area, but not based on discount, because in 
many communities you still have builders and sellers who are willing 
to pay discounts under the guarantee program. 

We do not have any control over that. As long as that money is 
flowing there we will not designate that area. However, if it can be 
shown to us that there are no funds available at all for guaranteed 
loans, not because of discounts, but because the lenders just refuse to 
make them, then we will analyze that area, and if it is outside the 
50,000 limit that we have established, then we will consider as to 
whether we will make it a direct loan area. We have done that. 

Mr. Lone. Well, I will phrase it this way: 

In my area there are no direct loans being made. Yet they cannot 
obtain VA loans with which to build homes in that area at all. 

Do you not consider that an area where you should make direct 
loans? 

Mr. Sweeney. Well, categorically, you would say “‘yes,’’ but 
Congressman, you have a situation here now that has aseelie in 
the last 6 months—— 
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Mr. Lone. Just stop right there. What can we do to remedy that 
situation? 

Mr. Sweenpy. Well, I think Mr. Stone referred to it. 

Mr. Lone. What I am trying to do is to remedy this situation 
so we can get those loans. 

Mr. Swemney. In order to put the VA in a competitive position, I 
think it was Mr. Stone’s thought to recommend an increase in the 
interest rate because of the fact, as he indicated, if you increased the 
interest rate, the flow of this money from various sources would begin. 

It does not necessarily mean it is going to create any new capital, 
but it means they will divert some into the mortgage loan field and 
you might minimize this discount. 

There is no assurance that the discount will be eliminated, but they 
feel if you increase the interest rate that this money would be di- 
verted from other investments back into the mortgage loan field. 
However, we have no assurance of that. 

Mr. Lone. Suppose we do not increase the interest rate, then what 
would be necessary for us to do in order to get a VA direct loan? 

Mr. Sweeney. Well, up until December we were writing loans at 
the rate of close to $500 million a month. Apparently I had better 
answer it this way: 

If the interest rate is not increased this is going to lapse the program 
because, as I think Mr. Stone will bring out in his statement, if the 
interest rate is not increased, they are going to lapse the program or 
might as well lapse the program. 

i have no suggestion to make as to what the Congress should do. 
I would think after Mr. Stone has made his presentation that then it 
will be decided to find out what. the lenders are going to do. I had no 
idea whet their investment policies for this year are going to be, but 
we do know, and stated, that if the interest rate is increased that there 
may be an additional flow of money, but I have no assurance on that. 

Mr. Lone. With reference to other lending agencies who were ask- 
ing to have an increase in interest rate, just what effect is that having 
in the direct-loan system of the Veterans’ Administration? 

Mr. Stone. I can answer your question another way: 

Presently, we cannot designate the entire United States as a direct- 
loan area for veterans loans at 3 percent or 4.5 percent. 

Mr. Lone. Thank you. 

The Cuatrman. I believe Mr. Saylor has a question. 

Mr. Sartor. Mr. Stone, I think there are a few facts which I 
would like to get for comparison purposes so that we will be in a 
position to better evaluate this direct-loan program in comparison 
with the guaranteed-loan program. 

First, will you give me the total amount of money which Congress 
has authorized for the direct-loan program? 

Mr. Brownstein. Well, I can give this to you by years, Mr. 
Saylor. 

Starting in 1951 the original authorization was $150 million. In 
1952 an additional $37,796,000 was made available. 

Mr. Saytor. Was that figure $150 million plus $37 million? 

Mr. Brownstein. Well, we have a revolving fund. 

Mr. Sayzor. All right. In other words, you roa $150 million plus 
$37.5 million? 
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Mr. Brownste1n. Yes, sir. Well, now, of the $37 million actually 
the Treasury advance was only $25 million. The balance was sales 
and repayments. 

Perhaps, you would rather that we just gave you the Treasury 
advances. 

Mr. Sartor. No; I want to know the total amount of money that 
was used for the veterans in the Veterans’ Administration in the direct 
loan program. 

Now, in 1953 you had $150 million plus how much more? 

Mr. BrownsTEIN. Plus $52 million, and in addition there was a 
Treasury advance of $92 million, sales of about $5 million, repayments 
of $9 million, making a total of a little over $120 million. 

Mr. Sayuor. All right. 

Mr. Srone. In 1954—I will not break those down—it was a little 
over a total of $118 million. 

Mr. Sartor. All right. Proceed. 

Mr. BrownsTEIN. In 1955 it was $176.5 million; in 1956 it was 
— million and for the first and second quarters of 1957 it was $176 
million. 

Mr. Saytar. Am I correct, then, that you had $900 million in 
your revolving fund from 1951 to 1956? 

Mr. Brownstein. I do not have that total here, but I think it 
was roughly that amount; yes, sir. 

Now, did you want the amounts committed-during those years? 

Mr. Saytor. No. First, I want the total. You have given me 
the total and I will add these up here. 

The figures, then, that you have given me show that in the revolving 
fund or in the annual appropriations you have had $900 million, plus 
$760 million in other advances from the Treasury Department, sales 
and repayments? 

Mr. Brownstein. The total funds allotted to date are about $680 
million. 

Mr. Saytor. That is from the Treasury Department? 

Mr. Brownsretn. That is the total allotment from the Treasury; 
ves, sir. 
~ Mr. Saytor. Plus the $900 million? 

Mr. Brownstein. No; there is no $900 million. 

Mr. Stone. It makes a total of $900 million including the interest 
payments they have made, and the prineipal payments and every- 
thing else. 

Mr. Saytor. Do I understand this correctly? I understood that in 
1951 Congress set up $150 million and that every year thereafter you 
have had that same $150 million, plus and additional sum? 

Mr. Brownstein. Well, but we have made loans during that time. 

Mr. Sartor. Wait a minute. Is that correct? 

Mr. Brownstein. Yes. We have had that $150 million plus 
additional allocations; yes. 

Mr. Sartor. Then, the $150 million from 1951 to 1956 makes a 
total of $900 million? 

Mr. BrownsteIn. Oh, no; that $150 million was just a one-shot 
proposition. We did not get that every year. We got these addi- 
tional amounts that I gave you. 

Mr. Saytor. Well, I understood you to say that in 1952 you 
received $150 million plus $37.5 million? 
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Mr. Brownstein. No, sir; that is not correct. 

Mr. Stong. What is the total figure we have had given to us by the 
Treasury? 

Mr. Sayuor. Then, you got $150 million in 1951 to use as a re- 
volving fund and from that time on you received the following::. 

In 1952 you had $37.5 million; in 1953 you had $120 million; in 
1954 you had $118 million; in 1955 you had $166 million, and in 1956 
you had $142 million and in the first half of 1957 you had $176 million? 

Now, adding those figures together one gets $910 million. 

Mr. Brownstein. That figure includes all of the money made 
available by the Treasury, the sales of direct loans and repayments 
of principal. 

Mr. Saytor. That is correct. Now, can you give this committee 
for comparison. purposes the amount of the guaranteed loans which 
the Veterans’ Administration has approved since 1951, beginning 
in 1951 when the guaranteed-loan program came into existence? 

Mr. Brownstein. Yes, sir.: That is when the direct-loan program 
came into existence. 

Mr. Saytor. Well, when the direct-loan program came into exis- 
tence. 

Mr. Brownstern. Yes, sir. I will give it to you only on home 
loans, because that is the only thing that the direct loans pertain to. 

Mr. Sartor. That is right. 

Mr. Brownstein. In 1951 the home loans closed totaled $3,600 
million plus. In 1952 it totaled $2.7 billion plus; in 1953 it totaled 
$3.064 billion plus; in 1954 it was $4.25 billion plus; in 1955 it was 
$7.15 billion plus, and in 1956 I believe that the figure was a little over 
$5 billion—$5.08 billion. 

Mr, Saytor. All right. 

Now, do you have a total? In other words, do you have those 
figures run off? 

Mr. Brownstein. No, sir; I do not. 

Mr. Sartor. I notice here that Mr. Stone said on page 6 of his 
statement that of the 83,288 loans that had been closed you have had 
a certain number of foreclosures and a certain number of delinquencies. 
Now, can you give us the foreclosures and delinquencies in the Veter- 
ans’ Administration on the guaranteed loans over that same period of 
time? 

Mr. BrownstTEINn. We can, sir, but it is just a question of whether 
we have it here or can make it available to you. 

(The information requested follows.) 
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Loan-guaraniy program 


Home loans guaranteed, during fiscal year Claims paid, cumulative 
cumulative, end of year 





11, 513 0. 49 
13, 991 - 51 
16, 469 . 54 
18, 886 . 56 
22, 285 . 57 
26, 718 . 59 
29, 442 - 62 





Mr. Sartor. Mr. Chairman, the reaon I think we should have this 
and the reason I am asking for it is to try to get into perspective the 
difference between these loans and to find out whether or not the 
loans that are being made by the Veterans’ Administration—whether 
they are being overly strict with the credit regulations, and whether 
or not they comply or compare favorably with the ones which are 
made in the guaranteed field, because I think that is one of the ques- 
tions which we are going to have to resolve here in this committee. 

The Cuarrman. Mr Bites Congress passed a law saying that the 
Veterans’ Administration was authorized and directed to use this 
money. We have been receiving anywhere from 100 to 200 tele- 
po a week saying the money is not available. I know they could 

ave helped a lot of veterans with that direct loan money if they would 
have. They can declare any area in the United States a direct loan 
area. Instead, they come up here and ask for an increase when they 
will not use money which they have. I know itis a drop in the bucket, 
but they ought to use it. 

Mr. Sartor. I am not worried about the “drop in the bucket.” 
The thing that bothers me is that people who have applied for direct 
loans have been turned down for guaranteed loans because their 
credit risk was such that a lending institution would not loan them 


any ees ; 
lease do not misunderstand me to say that everyone who comes in 
and applies for a direct loan is a poor credit risk because that is not 
the statement I want to make, but if he has been turned down for a 
direct loan as a poor credit risk, then the Veterans’ Administration 
certainly should not be asked to back him up as a good credit risk. 

The thing I am trying to find out is whether or not they have been 
overly cautious or whether or not they have been as cautious as the 
other institutions. That is the thing which I think should be of ma- 
terial importance to this committee. 

Mr. Weaver. Will the gentleman yield? 

Mr. Sartor. Yes. 

Mr. Weaver. At this point, and in connection with the money 
that was made available for direct loans which was initiated in 1951, 
how much money was appropriated that was not used by the Veterans’ 
Administration? In other words, it was turned down? 

This would be in addition to the figures that you gave to Mr. 


ee. 
Mr. Sweeney. Mr. Congressman, following what Congressman 
Saylor said, I think the makeup of the comparative figures represents the 
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total money that was authorized. As you know, we have this com- 
plicated formula of resale and principal repayment. We would be 
glad to supply that chart. I do not think we have it available here. 

Mr. BrownsreEIn. I can give you a generalization on that. 

Mr. Sweeney. We have the same credit formula for making direct 
loans as we do for making guaranteed loans. In other words, it 
depends upon the individual risk. As you know, a great many of 
these people are people with low-income pay and we scrutinize them 
based upon the formula which we have and treat each one on an 
individual basis. However, with reference to refusing a guaranteed 
loan or direct loan we apply the same credit formula for each in- 
dividual concerned. 

Mr. Sartor. How can you apply the same credit formula when 
you have absolutely nothing to do with determining whether or not 
the local institution will grant any money? 

That is a matter which they determine themselves. 

Mr. Sweeney. Congressman Saylor, we must not forget that in a 
prior approval request they do send in the applications for approval. 

However, there are hundreds of veterans turned down by lending 
imstitutions that we never see. 

That is done on what we call a prior approval basis and they try 
to pass the buck to us to see whether we agree with them or whether 
the veteran has satisfactory credit or can pay that obligation. 

With respect to a direct loan and a prior approval loan, we use the 
same credit formula. 

Mr. Sartor. But with respect to most of the guaranteed loans 
that come to you you never see the credit report, do you? 

Mr. Sweeney. No, sir. I would think on an automatic loan where 
the lender makes the loan and just reports it, we do not see it, but in 
a high percentage of the cases— nearly 75 percent of the applications 
coming in to us now are on @ prior approval basis and we do review 
those. 

Mr. BrownsteEIn. Mr. Saylor, answering your question on relative 
experience between our guaranteed loans and direct loans, on home 
loans that have been guaranteed the liquidation experience is about 
six-tenths of 1 percent of the number of loans guaranteed, On our 
direct loans it is four-tenths of 1 percent, which is a little better. 

Mr. Sartor. So the direct loan is a better risk than the guaranteed 
loan? 

Mr. BrownstTEIN. In our experience it has been a little better. 

Mr. Saytor. That is your experience? 

Mr. BrRownstTEIN. Yes, sir. 

Mrs. Rogers. Would the gentleman yield? 

Mr. Sartor. Yes. 

Mrs. Rogers. Have you any figures as to the number of loans in 
Massachusetts—direct loans—that have been turned down? 

They tell me they are having a great deal of difficulty there. 

Mr. Srong. There are no direct loans at all there, madam. 

Mrs. Rogers. I beg your pardon. I did not understand your 
answer. 

Mr. Sronr. There are no direct loans in Massachusetts. 

Mrs. Rogers. But you would make them if they could not get 
them at the bank; would you not? 
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Mr. Sronz. If money was not available, but there has not been.a 
demand or request for direct loan money. 

The CHarRMAN. You have so much money up there, Mrs. Rogers, 
you do not need any direct loans. 

Mrs. Rogers. I wish we did have. I have always felt, Mr. Chair- 
man, that the veteran should be allowed to have a loan for housing 
and I have approved always, I think you know, of having the Veterans’ 
Administration make all of the loans direct loans because I think it 
would be very much better for the veterans in getting their houses. 

The CuarrMANn. That is right. 

Mr. Kearney. There are no figures in your statement with reference 
to those houses and homes that are under mortgage foreclosure? 

Mr. Sweeney. You mean guaranteed loans that are in default or 
under foreclosure? 

Mr. Kearney. Yes, sir. 

Mr. Sweeney. We do not have them, but I think we can get them. 

(The information requested follows:) 


Home MortGcaces UNDER FORECLOSURE 


At the end of December 1956 we had received 10,891 notices of intent to fore- 
close on guaranteed home loans on which the liquidation actions had not been 
completed. 

However, lenders frequently file such notices as a servicing device and our 
Speen shows that in a substantial portion of such cases the defaults are 
cured. 

At the end of December 1956 there were 2,907 guaranteed loans in default 
where VA had classed the default as insoluble—that is, likely to result in fore- 
closure and claim payment. These insoluble defaults amounted to less than one- 
tenth of 1 percent of the 3,759,784 VA-guaranteed home loans outstanding at 
the end of 1956. 


Mr. Weaver. Mr. Sweeney, getting back to my question: Could 
you not give me some idea of about how much money was not with- 
drawn which you could have made available, in round figures? 

Mr. Sweeney. Well, we had lapsed $50 million and due to the 
complicated formula for bookkeeping there was $6 million or $7 mil- 
lion in sales also lost. However, we have withdrawn every dollar 
authorized except for the one quarterly allocation of about $50 million. 

Mr. Weaver. That is what I wanted. That is the amount that 
is not withdrawn? 

Mr. Sweeney. That is right. 

Mr. Weaver. That was the amount as of June 28 of last year? 

Mr. Stonr. Mr. Chairman, several have remarked here that no 
loans are being made, and it is rather odd that the record should show 
that a little under 500,000 loans were made by private lenders last 
year. 

The Cuarrman. Mr. Stone, I have not heard anyone say that there 
have not been any loans made. 

Mr. Strong. I had heard several remarks like that. 

The CHareman. I think all of us are getting mail saying there is 
enough money, but they cannot get loans. We know you are sitting 
there with two or three hundred million dollars ‘which you could use, 
and there is no question about that. 

Mr. Suurorp. Mr. Chairman, I would like to ask Mr. Stone to 
give to the committee information as to the number of loans—gtaran- 
teed loans—for which applications have been made and yet they have 
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been rejected because of the discount and then returned to the VA 
asking for a direct loan. 

How ne of those loans have been made? 

Mr. Stone. You mean where the 2 percent was not absorbed? 

Mr. Suurorp. That is right. If you do not have the information 
this morning, I would simply like to have it to put in the record’ 

Mr. Sweeney. Let me put it this way: Any application that we 
have coming back from the VHMCP we immediately obligate funds. 
As ss how many of those have actually been closed, we will have to 
check. 

Mr. Suurorp. I understand, Mr. Sweeney, that you do not obligate 
your funds if they have not absorbed the 2 percent and that you de- 
clare that void or, at least, do away with it and will not make a direct 
loan or consider it for a direct loan? 

Mr. Sweeney. | misunderstood what you wanted to know. You 
wanted to know the number of applications that we refused to make 
direct loans on where the VHMCP wanted to carge 2 percent or less? 

Mr. Suurorp. That is right; I want that information for the record. 

Mr. SweEenzry. We shall be glad to furnish it. 

(The information requested follows:) 


VHMCP Terminations INVOLVING REFUSAL TO Pay Discount 


The reports of the VHMCP national committee show that from the beginning 
of the VH MCP referral program early in 1955 through November 1956, a total of 
18,544 direct loan referrals were terminated unsuccessfully. Of this total, par- 
ticipating lenders attributed placement failure to the refusal of the builder or 
seller to pay a discount charge in 1,218 cases, which is equivalent to 6% percent 
of the VA referrals not placed. An indeterminate number of such cases may have 
involved requests by the lender for discounts in excess of 2 percent, in which case 
direct loan processing would have been resumed by VA, 

The CuHarrman. Mr. Stone, you will resume your statement at 
page 9 and let us see if we can get through it in the next 15 minutes. 

Mr. Stone. Very well, sir. 

As to the status of housing markets: In recent months, it has been 
our observation that the harshness of necessity that was present in 
the immediate postwar housing markets has been replaced by 
demand stemming from desire for larger and more modern housing. 
This change has resulted in a sustained high level of residential 
construction during the past several years, and a substantial contribu- 
tion in this regard has been made by the total of nearly 5 million home 
loans ¢ approved by the Veterans’ Administration. 

From time to time, we have asked our field offices to appraise the 
status of the housing markets in their larger cities, and to evaluate the 
current status of demand for newly completed dwellings. While 
these appraisals do not rest on physical inventories and may not be 
made against identical yardsticks in each of out 67 offices, we do 
believe that the *y represent a digest of the opinions of reasonably 
informed men. 

These surveys have shown that there are now fewer cities with 
shortages of new housing in all price brackets than were reported as 
rece sntly as 2 years ago. In November 1956 two-thirds of the 126 
cities in which shortages were observed the shortage was confined to 
lower priced houses, that, under $10,000. 

The preponderance of the reports stated that housing markets were 
in balanced supply in all price classes. Moreover, these surveys have 
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shown a gradually lengthening list of cities in which some measure or 
other of surpluses of housing was developed in one or more price cate- 
gories. We do not mean to convey the impression that any alarming 
condition of unsold new houses has developed which might threaten 
to undermine the levels of realty values. Without exception, the 
reports have stated that the present number of unsold houses can be 
absorbed within a reasonable time. 

Further, we are advised that steps have been taken in such eases 
to be sure that the existing surpluses will not be aggravated by un- 
controlled speculative building under the VA program. 

For the most part, lenders and builders are aware of these surpluses 
conditions and take effective steps to restore market balance. 

In a few cases, however, the Veterans’ Administration takes affirma- 
tive action to limit the number of units which it agrees to appraise 
for any builder to that quantity which it is assured will be successfully 
sold before additional construction is undertaken. More recent re- 
ports from our field offices which have been received since January 10, 
1957, state that in some cities the overhang of unsold new houses was 
reduced or eliminated during the last 2 months of 1956. 

Nearly 2 years ago when we conducted our first appraisal of the 
status of housing markets, most of the cities reporting a larger than 
normal inventory of unsold houses were medium sized cities, but in 
more recent months we have found that some of the larger metropoli- 
tan centers such as Los Angeles, New York City, Detroit, St. Louis, 
New Orleans, and Washington, D. C., have approached the point 
where the demand based on the available financing has been satisfied 
in the builder of higher priced houses, and in some cases of medium 
priced houses, that is, $10,000 to $15,000. 

In practically all of the cities in which a moderate surplus was re- 
ported, the surplus condition was confined to the high or medium 
priced homes. 

Our surveys of urban housing markets during the past 2 years have 
shown that many cities that appear on the list showing surpluses at 
one time will often revert. in the following report to a status of balanced 
supply. Usually, however, their position on the surplus list will have 
been taken by some other cities where demand in relation to new con- 
struction had more recently diminished. 

For your information we are presenting an exhibit on the housing 
market status of some 249 cities which was the subject of our reports 
made in November 1956. 

Support given to residential construction and financing: In order 
to assess the role of the GI loan program in supporting the permanent 
financing of new homes, we have compared the flow of applications 
received for the purchase of new homes with the total number of 
housing starts reported by the Bureau of Labor Statistics 3 months 
earlier. While this is a rather rough and arbitrary device, since some 
houses are presold and others are not sold until more than 90 days 
after the start of construction, we believe it represents the average 
situation. 

On this basis, about 27 percent. of the new houses reaching the 
permanent financing stage im 1956 were penmeden by veterans 
applying for VA-guaranteed loans. In 1955 this ratio was 31 percent 
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and in 1954 it was 29 percent. The monthly trend for 1956, as set 
forth below, shows a further decline in recent months: 


Per- Per- Per- 
cent cent cent 
January 1956__.___- NS ee ee ae 35 | September__-__.-._--- 25 
UT So ee 5 8 wc On NN a ce 20] October__.-....... 27 
ALES ae wider o. Sa 24| November_________- 23 
MeeGs .c .i0. Luu . 88) August__2..252222 2. 25) December _-_-....-- 23 


It is our opinion that the extent of housing demand is such that a 
million new units could be produced and sold in 1957 if the supply for 
mortgage funds is not unduly restrictive. The prospective housing 
demand will be derived from the sustained level of family formation 
and population growth, and removals from the housing supply by 
demolitions and conversions to nonresidential uses. The extent of VA 
participation in the 1957 housing market will depend on the prospects 
of funds to be directed toward investment in G1 loans. 


VETERAN PARTICIPATION AND HOME FINANCING NEEDS 


There are about 10 million World War II veterans who have not 
made use of their loan-guaranty entitlement, Of the 4% million 
Korean veterans now in civil life, about 4 million have also not 
obtained a GI loan. As census studies have shown, many World 
War II veterans purchased homes through other mediums of financ- 
ing without using their veteran’s loan entitlement. Undoubtedly 
there are many others who will not become homeowners, either 
through personal preference or economic necessity. However, we 
are impressed with the large volume of loan applications that we 
kave received in recent years when GI loans have been available in 
good supply and on liberal terms. We have also been impressed 
with the reports of our offices of the number of veterans who are 
already homeowners through the use of conventional or FHA finane- 
ing but who are seeking to purchase their second, third, and even 
fourth house. These veterans for the most part are trying to provide 
more adequate shelter for their enlarged families or are in a better 
position because of improved incomes to buy larger and more mod- 
ern accomodations. We have also received a great many complaints 
from veterans who would like to enlarge and remodel their present 
houses but are unable to find lenders who are willing to make the nec- 
essary supplemental loans to cover the construction costs. Almost 
universally, veterans report that remodeling can be accomplished 
only be refinancing the entire indebtedness with a conventional loan 
at high interest rates, and veterans are naturally reluctant to replace 
their highly advantageous 4-percent or even 4-percent GI loans with 
conventional or FHA loans with higher monthly charges, shorter 
maturities, higher interest and other charges, and less protective lien 
provisions. 

We believe that particular attention is deserving to be paid to the 
outlook for the Korean veterans who today are roughly in the same 
position relative to home purchase as World War II veterans were at 
the end of 1947, in that they are finishing their education, getting 
adjusted to their employment and getting married. Less than 7 
percent of the ultimate total of Korean veterans have so far used their 
joan-guaranty entitlement, and it is reasonable to expect that, if 
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afforded the same opportunities as World War II veterans, at least 
45 to 50 percent, or approximately 3 million, will ultimately buy homes 
with a GI loan. 

All of the problems that now confront the additional 5 to 6 percent 
of the World War II veterans estimated as contemplating use of their 
entitlement for the remaining 18 months of their eligibility period 
also confront the Korean veterans for the entire period of 8 years 
that the present law offers them. Consequently, any formula or 
remedy that will improve the long-range opportunity for the Korean 
veterans to validate their loan-guaranty privilege will probably also 
serve to relieve the dilemma now facing World War II veterans who 
would still like to obtain the benefits of a GI loan. 


RECENT DEVELOPMENTS AFFECTING THE SUPPLY OF GI LOANS 


During the late winter and spring months of 1956, the frequency 
of reports received regarding the shortage of GI loan money continue 
to grow. Veterans, as well as builders and brokers, wrote letters to 
the Veterans’ Administration as well as to Members of Congress. It 
had been expected that during the third quarter of 1956 there might 
be some easing in the supply of money after the settlement of the 
steel strike, since some commercial loans had been made to industry 
for the enlarging of inventories in the expectation of price increases: 

However, after the settlement of the steel strike in relatively short 
order, a new surge of business confidence led to the flotation of many 
new security issues for plant éxpansion and various other private and’ 
public projects entailing large capital requirements. Many business 
concerns also negotiated loans from commercial banks for expansion and 
related purposes, thus burdening the general monetary structure and 
imposing inflationary threats. Consequently, the expected easing in 
the money markets did not oceur and, instead, a competitive bidding 
for funds from many and diverse quarters touched off a spiral of in- 
creasing interest rates and investment yields. During this period, 
new short-term notes offered by the Federal Government for re- 
financing maturing obligations required interest rates in excess of 3 
percent, and the yields obtainable from market purchases of long- 
term Government bonds exceeded 3% percent. 

During 1956, the rate of personal savings continued at good levels, 
and the existing debt structure was providing a high rate of principal 
amortization returns to lenders. But the requirements of new capital 
investments exceeded the inflow of funds, and the tight money con- 
dition developed as a result. 


DISCOUNTS ON GI LOANS 


Necessarily this tightening in the general money supply had im- 
mediate effects on the flow of funds available for investment in mort- 
gates. The interest rate on conventional mortgage loans rose to 6 per- 
cent and higher in many parts of the country, and the average dis- 
counts required on 4% percent VA-guaranteed mortgages increased by 
about 4 points during this year. The latest reports we have received 
tell of discounts averaging nearly 3 points for local GI loans in New 
England where par markets had previously prevailed and of discounts 
averaging 7 points for downpayment loans on the west coast where — 
prices of 96 were the rule a year earlier. 
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The trend in the unweighted average of secondary market prices 
in 60 cities throughout the country during the past year is shown by 
the following table: 























Future delivery Future delivery 
prices prices 
Mini- | Down- Mini- | Down- 
mum pay- mum | pay- 
equity | ment equity | ment 
loans loans loans | loans 
I] 
Perceni | Percent Percent; Percent 
TEE 5 oto os nds eonpenex 96. 5 ie TIE SH eo acisecath an dckebidainad sean 95. 1 96. 2 
Meroh.......2i1iin Lia wh btRW8 96.8 97.7 || November-.......-.-...1..---u.- 94.7 95.8 
June._--- if annedtihe a 96, 1 OF. Dis EIOCCIOE . oo dikinn tis Goeneyareanan 92.8 93. 4 
September-. $A | 95. 4 96. 4 


It will be noted that there was a slight firming in the market during 
the first quarter of 1956, with a gradual decline thereafter, which was 
of course accentuated in December. Prices for immediate delivery 
in recent months have generally been slightly higher than the future 
delivery prices shown. 

In response to the request in your January 9 letter, we are attaching 
as an exhibit a table showing the geographic pattern of discounts in 
December 1955 and November 1956, just prior to the FHA interest 
rate increase. This is marked as exhibit B (1) and included in the 
folder. The latest quotations available—for December 1956—are 
also shown in another exhibit table. 


COMPLAINTS AND PROPOSALS RECEIVED 


As a result of this contraction in the supply of money for GI loans 
and the concurrent increase in discounts, the volume of complaints 
reaching our central office grew to substantial proportions. Builders, 
mortgage lenders, real-estate brokers, as well as veterans in practically 
every part of the country have poured their tale of woe in a flood of 
letters. Some letters have bitterly deplored the fact that larger 
discounts must be paid or that lenders have flatly refused to make 
GI loans; others have urged the extension of direct lending activities 
to metropolitan areas that have always heretofore been adequately 
supplied by private lenders. Still other letters have urged an increase 
in the maximum interest rate allowed on GI loans, some suggesting a 
5-percent rate, and others proposing some device that would allow 
variable contract interest rates. The term “flexible” has been widaly 
used but seldom defined in terms of criteria which would govern the 
variations in the interest rate. 


TYPES OF INTEREST RATE PLANS 


We believe it may be helpful to analyze the different types of 
‘flexible’ rates that might be considered. Probably the most widely 
discussed plan involves a free interest rate, where the GI loan contract 
would be written at whatever interest rate the lender and the veteran 
agreed upon within the limits of State usury laws. Another plan often 
mentioned might be called the bond yield rate. Under this plan the 
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GI joan contract interest rate would be governed by the average yield 
on outstanding marketable long-term Government bonds and would 
carry a constant spread of say 1% or 2 points above that rate. A 
third plan might be called the geographical rate by which differentials 
would be established administratively by VA for GI loans in various 

arts of the country. For example, if a 4% percent rate were estab- 
ished for New England, the rate might be 5 percent in Cleveland, 
5% percent in Dallas, 6 percent in Los Angeles, and 6% or 7 percent in 
remote areas throughout the South and West. 

We have answered the correspondence received by acknowledging 
an awareness of the conditions that have caused the complaints, but 
stating that it will be up to the Congress to determine the appropriate 
course of action with respect to the mterest rate on GI loans. 

The Cuarrman. I believe we will have to quit. The House will 
be in session in a few moments. Can you come back tomorrow at 
10 o’clock? 

Mr. Strong. Yes. 

The C#arrman. We will meet again at 10 o’clock tomorrow. 

(Thereupon the hearing was adjourned at 11:45 a. m. to reconvene 
Friday, January 25, 1957, at 10 a. m.) 
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INTEREST RATES ON VETERANS’ ADMINISTRATION 
GUARANTEED AND DIRECT LOANS—USE OF NA- 
TIONAL SERVICE LIFE INSURANCE TRUST FOR 


LOANS—DISCOUNT PRACTICES—OPERATIONS OF 
VHMCP 


FRIDAY, JANUARY 25, 1957 


House oF REPRESENTATIVES, 
COMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met at 10 a. m., pursuant. to recess, in room 356, 
Old House Office Building, Hon. Olin FE, Teague, chairman, presiding. 

The Cuairnman. The committee will come to order. 

We will continue this morning with Mr. Stone and the Veterans’ 
Administration group until no later than 11 o’clock. At 11 o’clock 
we will have Mr. Albert Cole. 

Ralph, do you know what page we stopped on yesterday? 


STATEMENT OF RALPH H. STONE, CHIEF BENEFITS DIRECTOR, 
VETERANS’ ADMINISTRATION, ACCOMPANIED BY THOMAS J. 
SWEENEY, DIRECTOR, LOAN GUARANTY SERVICE, VETERANS’ 
ADMINISTRATION—Resumed 


Mr. Sronz. We will start on page 17. That is following the pros 
and cons on the interest proposition. 

Arguments have been heard both for and against many of the 
proposals to adjust the GI loan interest rate as a means of increasing 
the availability of funds. 

Arguments for: The arguments in favor of increasing the interest 
rate point out that: 

(a) The higher interest rate would result in. more investment 
money being channeled into GI loans so that veterans would be better 
able to compete with other borrowers. 

(b) The interest rate should not-be pegged but should be responsive 
to changes in the general money market. As indicated above, it has 
been proposed that the interest rate be left free or tied to a computed 
index of Government bonds, or given geographical variability. Pro- 
ponents of these various formulae argue that these would permit Gl 
loans to have a continued participation in the total supply of invest- 
ment capital on a proportionate share during periods of both expansion 
and contraction of the money market. 

(c) A free interest rate is defended by some on grounds that State 
usury laws provide an upper ceiling of protection to borrowers. and 
that competition between lenders would be expected to hold interest 
rates down to what the money market requires. 
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(2) Some proponents of the free interest rate state that discounts 
would be greatly reduced and probably would vanish since the interest 
rate would be adjusted to a par market, and that as a result veterans 
would receive better housing because pressure to skimp on quality 
would be removed from the builders. 

(e) The argument has been advanced that since money is a com- 
modity and the price of practically all other commodities has risen 
in recent years, it is reasonable to expect that the price of money 
should also rise. 

Some observers have pointed out that higher interest rates are 
necessary to permit financial institutions to pay higher dividend rates 
and thereby attract a larger volume of savings which would eventually 
restore equilibrium to the money markets at rates below the present 
state of unbalance. 

Arguments against: The arguments against increasing the interest 
rate points out that: 

(a) Raising the interest rate on GI loans will not create any addi- 
tional investment capital. 

(6) If more money were channeled to GI loans or to all Government 
guaranteed and insured loans, funds would be diverted from other 
uses and competition would raise the entire plateau of interest rates; 
because of the greater ability of corporate and other borrowers to 
absorb high interest costs under high income-tax rates, Government 
guaranteed and insured mortgage loans with larger origination and 
servicing costs would reemerge as low man on the totem pole after 
interest rates had readjusted themselves to new levels. 

(c) The highest interest rate permissible would tend to become the 
minimum because veteran borrowers are in a weak bargaining position 
with lenders, due to their inability to shop around for money; lenders 
will naturally try to obtain the maximum rate possible in each mort- 
gage transaction so that the morgage may be sold by the originator 
at a premium in the private secondary market. 

(dq) Higher monthly payments will disqualify some potential 
home purchasers because of insufficient income and will thus reduce 
the demand for housing; moreover, higher monthly payments re- 
quired for similar houses will produce pressures to relax credit under- 
writing standards so that purchasers will not be disqualified from 
buying the houses that they could have afforded at lower interest 
rates. (A table showing the comparative monthly payments and 
total interest costs under 44 percent and 5 percent rates is shown in 
exhibit C.) It will be noted that while the increase in monthly 
installments under a 5 percent rate do not appear to be large, they 
must be multiplied 4 or 5 times to judge their effect on underwriting 
standards. For example, a $5 increase in monthly loan payments 
would require from $20 to $25 in additional income to preserve a 
proper ratio between loan payments and income. 

(e) Serious administrative difficulties would exist if VA had to 
administer different interest rates from place to place; geographic 
variability would entail the establishment of arbitrary dividing lines 
separating higher rate areas from lower rate areas—a most difficult 


ask. 
(f) The plan would require gearing the interest rate to some 
external criterion, such as the yield on long-term or on all marketable 
Government obligations (which fluctuate freely and frequently), would 











d 
in 
ly 
Vy 
ig 


ts 


to 
11¢ 
eS 


alt 


me 
ble 
ild 


ERP ER ED 


oP LOPE HIS 


VETERANS’ LOANS 63 


result in frequent and unpredictable changes in mortgage interest 
rates. If the interest rate were to fluctuate frequently, lenders would 
find it difficult to extend firm takeout commitments to builders. 
Should the maximum rate increase between the time of the com- 
mitment and the closing of the loan, the lender would be aggrieved 
at not being able to obtain the higher rate then in effect. Conversely, 
if the rate should decline in the interim, the commitment would 
prove to be useless, because it would call for closing the loan at an 
illegal rate and would probably be declined at a lower rate. Since 
builders would find it difficult to obtain takeout commitments for 
GI loans whose interest rate at the time of closing would be uncertain, 
they would probably be forced to resort to some other type of financ- 
ing that would deprive the veteran of the benefits intended. 

So that there is not any misunderstanding: These are not our 
theories. They are pros and cons on this subject, and we are not 
advocating any of them at this time. 

Initial effect of FHA rate increase: As you know, it was announced 
that effective on December 4, 1956, the maximum interest rate on 
most classes of loans insured by the Federal Housing Administration 
would thereafter be 5 percent instead of 4% percent. Shortly there- 
after the Federal National Mortgage Association also announced a 
new schedule of prices it would pay for both 5 percent and 4% percent 
loans it purchased, and for purchase commitments. These purchase 
prices are 99% to 97% for 5-percent mortgages, 96 to 94 for 4%-percent 
mortgages. Standby commitments are priced at 94 for 5-percent 
mortgages and 90 for those at 4% percent. 

When these changes were announced, we requested all of our field 
offices to notify lenders that VA would expect outstanding loan com- 
mitments to be honored and that loans would be closed without undue 
delay. There were 91,000 loan commitments outstanding at the end 
of December 1956, amounting to about $1,100 million dollars; We 
also requested our offices to advise us of the effect that the increased 
FHA rate was having on the GI loan market. A copy of our com- 
munication to our field offices is included as exhibit D to this 
statement. 

In order that your committee may have the opportunity to read 
excerpts of the reports from our field offices, we are including a 
transcript of those communications as exhibit E to the statement. 

Refer to the managers’ letters appended. And just for information, 
I would like to read from one or two of them. 

This is from Los Angeles, and it is page E-2 of exhibit E: 

All available sources of information locally indicate that former investment 
purchasers of GI loans are making no offers for future delivery and will not estimate 
calendar date when discussions of price will be reopened. No current deliveries 
other than on FN MA previous commitments or on current FN MA over the coun- 
ter price. Net result to date indicates that tract builders because of inability to 
obtain or discuss 1957 prices have withdrawn from market. Tracts submitted 
to this station November 26 to date touch alltime low of 8 tracts for 502 units. 

Some local mortgage companies who have limited their activities to originating 
individual existing GI loans and selling them on package basis to investors are 


considering possibility of increasing origination fee charged to seller in an amount 
sufficient to permit proposed net yield package attractive to institutional buyer. 
* *k * 


From Wilmington, Del. (this is page E~4 of exhibit E): 


Some disappointment is being expressed by local mortgage brokers as a result 
of quotations for FHA 5 percent’s at 98. While earlier FHA’s brought 96 in 
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many instances, it was anticipated by some quarters that FHA 5 percent would 
be taken at par which has not yet come about. 

Conventional loans appear to have moved from 4% to 5% on one-third down- 
payment loans. 

Current offerings in connection with previously committed VA 4% are quoted 
at 96 to 99 depending upon lenders specifications for loans. The supply of money 
for new VA loans at 4% percent—2 percent down—30 years, is reported as non- 
existent. The explanation offered is that major sources of funds are standing by 
awaiting resolution of the questions surrounding the current 4% percent VA 
interest rate. 

Frequent mention is being made in local lenders’ and builders’ circles concerning 
the application of the VA direct loan program for the entire State of Delaware. 
Feeling is strengthening with builders that the direct loan program is the most 
effective solution to the mortgage financing problem in this State. It is recog- 
nized that this view ignores solution of the problem on a national basis. 

Additionally, the disinterest on the part of large lenders to make future com- 
mitments until the question of VA increased interest rate is resolved, has caused 
some strain and concern to local mortgage brokers who presently find themselves 
unable to market VA 4%’s made without commitments from permanent lenders. 
This situation has tended to dry up funds for commitments to builders for new 
construction, 


Several of them are in there. Cleveland is about the same way. 

The Cuarrman. On those letters, though, there are a number of 
others who say it has had practically no effect on their situation. 

Mr. Stone. Some of them, yes. In talking with our Chicago 
manager Wednesday, I learned they had an increase in business 
through December. Whether that was a carryover from former 
commitments, 1 do not know. I presume it was. 

While the immediate market reaction to the FHA interest rate 
change has not been uniform in all parts of the country, some general- 
ization may be drawn from the majority of the replies. There seems 
to be little doubt but that future commitments from private lenders 
for 4% percent loans have largely vanished, and builders serving the 
veteran market are unable to plan on any source of financing except 
at prohibitive discounts. It also appears that there is a widespread 
hope among both builders and lenders that the Congress will act 
promptly to bring the GI interest rate into line with the FHA rate. 

It should be emphasized that the comments from our field offices 
are the first reactions of lenders and builders to the market condi- 
tions caused by the FHA rate change, and do not reflect the full 
effect that would ultimately be felt. In supplementary reports made 
on January 10, 1957, many of our offices said that discounts are still 
increasing, and new commitments for GI loans are even more difficult 
for builders to obtain. 

The extent of the decline in appraisal requests, loan applications, 
and housing starts under VA inspection may be judged from the fol- 
lowing table which shows the monthly rates since January 1955 (page 
22 of this statement). It will be observed that the data for Decem- 
ber 1956 reflect a sharp drop and are significantly below the level of 
December 1955. This drop is undoubtedly due to the increased 
tightening in the supply of funds for GI loans after the FHA rate 
increase was announced. 

I do not think it is necessary to read page 22. It is for the record, 
and it does show the trend all through the year of a sort of dropping 
nature, due to the effect of the tightening of money, I presume. 

(Page 22 referred. to .is as follows:) 
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Appraisal requests 
Eo . Home loan } Units started 
applications | under VA 
Proposed Existing inspection 
units ] units 

1000s Semeery. iA 0 s8 502126. -S IN 46, 204 29, 289 26, 069 
NT ete ntetln candle dein ieice anal 64, 192 39, 996 28, 048 
PR case Sacre aceaetasoseeuatanmakhedal 71, 939 39, 854 29, 850 

ss <b bib bbile ben Sibh eds - Shh endens 65, 856 39, 342 34, 486 
eee le cee eeneaels 69, 280 38, 920 37, 847 
Dae St i. LR SULA } 52, 424 38, 101 39, 542 

Baad cnenpehidduan bes —— 51,412 33, 927 37, 366 
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May. gocchannted=canmerneboapeteta 44, 395 34, 763 26, 574 
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I i ic ial holed, 29, 678 21, 743 23, 976 
November... aia aeae ! 21, 941 15, 465 17, 824 
Deoora bar... - 2.25822 -nnn dass scoete~s a 19, 029 11,779 14, 987 








Mr. Stone. Effect of maintaining the 4% percent rate: 

The conclusion seems unavoidable, not only from the reports sub- 
mitted by our field offices following the FHA rate change, but also 
from the comments and correspondence received from many sources, 
that if the 4% percent interest rate on GI loans is maintained without 
providing some alternative support to the veteran housing market, the 
consequence will be the phasing out of the program for World War II 
veterans substantially before the termination date provided in the 
present law some 18 months hence. The maintenance of the 4% 

ercent rate will also have the effect of concurrently terminating the 
aa-abaranty benefits that the law has extended to the Korean service 
veterans who have been led to expect that they have 8 years during 
which their entitlement may be used, Since the full effects of the 
FHA rate increase have not been felt in some parts of the country, 
the discounts that would be required in the private secondary market 
for GI loans at 4% percent would undoubtedly be greater than as last 
reported. 

It is also indicated by many informed sources that it would be 
hazardous to expect residential construction in 1957 to reach even 
1 million units if effective support of the veterans segment of the 
housing market is withdrawn early in the year. Consequently, any 
forecasts of the rate of new residential construction for 1957 would be 
subject to many uncertainties. The outlook will depend on the 

{ving conditions in the money market for 1957 and the more con- 
sidered reaction of lenders to the effect of yield differentials on the 
desirability of 4% percent and 5 percent contract rates. For your 
information, we are submitting as an exhibit a table showing the dis- 
counts that would be required to obtain various higher yields on both 
4% percent and 5 percent mortgage loans. That is marked as exhibit 
F in the file. 

During the hearings before the Subcommittee on Housing on 
November 26, 1956, if you will recall, I was asked the question: “What 
would happen if we do raise the interest rate another half percent?” 
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In reply, I said: “It will just put the money into more competition. 
I am not advocating the raising of the interest rate. The Adminis- 
trator and myself are against it, but I am only trying to answer your 
question on that basis, that we are told that it will put our paper, or 
the loan-guaranteed paper, in better competition.”’ 

I was then asked the question: “In view of the fact that you and 
the Administrator are on record as being against an increase in the 
interest rate, how do you propose that the some 3 million veterans 
that we estimate are in the market for GI loans are going to get the 
loans next year?” In reply to that question, I said; “If we have to 
do it, about the only way to do it is by raising the interest rate, and 
that is something you have to face. My reference was that personally 
we do not want it raised. We would like to see money provided by 
the lending institutions of this country at 4% percent interest. That 
is what we would have liked to have done. We cannot do it by law. 
We cannot do it by force in any way. They have, I feel, participated 
through VHMCP with a sole desire to serve the veterans and also to 
stop in a way Government lending at a loss to their business. There 
is no question about it because they can sell their money for what it 
is worth today. We have to admit that money is higher and costlier 
than ever before. Automobiles have gone up, houses have gone up, 
everything has gone up, so why should not money go up?” 

Since the date on which those statements were made, there have 
been further evidences of the tightening in the supply of mortgage 
capital, including an increase in the interest rate on FHA loans to 5 
percent. At the time the interest rate on FHA loans was increased, 
the VA announced that it would watch the situation closely and if it 
appeared that the effectiveness of the loan-guaranty program would 
be impaired an increase in the permissible interest rate on GI loans 
would be recommended. 

As I mentioned earlier our volume of loan applications and appraisal 
requests received in December 1956 are off rather sharply from De- 
cember 1955 levels. In December 1956, we received about 33,000 
home-loan applications which represents a decrease of more than 27 
percent from those received in December 1955. More important, 
however, is the fact that these applications are, in large measure, the 
results of loan commitments made as much as a year earlier and they 
= not truly reflect the current availability of mortgage funds for GI 
oans. 

The volume of appraisal requests which is the barometer for measur- 
ing future loan activity is also down considerably. In December 1956, 
we received approximately 19,029 appraisal requests relating to pro- 
posed construction whereas in December 1955 the volume was nearly 
25,000. It is important to bear in mind that even in December 1955 
the tightening in the supply of mortgage funds was already being felt. 
In December 1954, VA was asked to appraise more than 44,000 pro- 
posed dwelling units which means that the December 1956 level is 
more than 57 percent below that of 2 years ago. Despite this sub- 
stantial decline, the volume of appraisal requests for proposed con- 
struction is probably deceiving. The reports coming to us indicate 
that many of the requests are being submitted in anticipation of an 
interest rate increase being authorized by the time the units are com- 
pleted and the loans are ready for closing. These reports also indicate 
that if an increase in rate is not authorized it is unlikely that many 
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of the requests ultimately will be translated into VA-guaranteed loans. 
Appraisal requests submitted in connection with existing construction 
relate a somewhat similar experience. 

The GI loan activity today is a reflection of commitments arranged 
many months ago and most applications provide that the veteran 
has agreed to accept the loan on the basis of the maximum interest 
rate permissible at the time of loan closing. You will note that most 
of our officers agree that if an increase in rate is not authorized, there 
will be virtually no guaranteed loans available after the present com- 
mitments expire. Should it become evident that increase in rate will 
not be approved, there will be a drying up of appraisal requests im- 
mediately and the loan applications also will decline as outstanding 
commitments are reflected in closed loans or otherwise expire. We 
have been hopeful that the supply of mortgage capital for GI loans 
would improve and, therefore, that it would be unnecessary to recom- 
mend any increase in the interest rate. However, it now appears clear 
that if money for VA-guaranteed loans is to be made available so that 
veterans will be kept in a competitive position, the interest rate must 
be in line with rates on similar investments. If the rate is held at the 
current 4% percent level it will mean that veterans of World War IT 
and Korea have a useless benefit of which they are unable to take 
advantage. 

Recommendation: In view of the various considerations enumerated 
above it is my recommendation that the Congress amend the Service- 
men’s Readjustment Act to permit an increase in the interest rate on 
GI loans to 5 percent. 

We were asked by letter the status of the trust funds of the Vet- 
erans’ Administration. 

The assets of the trust funds and revolving fund of the Veterans’ 
Administration as of September 30, 1956 are shown in the following 
table (the assets are represented by Government securities and cash) : 


Trust funds: 


Adjusted service certificate fund__- » dipinthn nbn baaieet item. $4, 490, 803 
General post fund- con Fewer aanaaas 4, 320, 275 
aan al service life-insurance fuad__........-.--..-..-.. { 5, 471, 662, 251 

S. Government life-insurance fund____..___-___--_-___- 1, 208, 745, 088 
naciueind fund: Veterans special term insurance Es in. x card 24. 242, 898 
Fe ss hgh exist nr Shee Shite eons coca eanatate mn a inl ae nae 6, 708, 461, 315 


A descriptive statement of these funds is presented in exhibit H. 

The position of the Veterans’ Administration with respect to the 
use of NSLI funds was expressed in a letter dated March 12, 1956 
from the Acting Administrator to the chairman of this committee 
in reporting on a similar proposal contained in H. R. 9136, 84th 
Congress, and in the Administration’s current report on H. R. 21 
and H. R. 60 of the 85th Congress. The position of the Veterans’ 
Administration is unchanged, and I presume would be similarly 
applicable to the use of other trust funds held by VA 

Conclusion and summary: We hope that the foregoing statement 
has presented a fair and unprejudiced description of the setting in 
which the loan-guaranty program now stands. There are many eco- 
nomic forces now at work and there are complex economic conse- 
quences of any course of action that might be chosen from this date 
forward. Some of these consequences are obvious, while others are 
more remote and obscure. It is our responsibility to point out that 
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the consequence of extending or curtailing the GI loan program has an 
economic importance besides that of providing benefits to veterans, 
and the impact of whatever decision is reached by the Congress 
will be felt in varying measures by millions of people besides the 3 or 
4 million veterans who are most directly concerned. 

In summary, our statement has attempted to show: 

(1) There are no acute or serious housing shortages in any major 
cities throughout the country. 

(2) Observers have shown that there will be plenty of mortgage 
money returning to institutional investors but that it will be reinvested 
only at a price commensurate with the best yields available in 1957. 

(3) If the interest rate on VA-guaranteed loans is maintained at 4% 
percent, the yield from GI loans even with the prohibitive discounts 
will not be sufficient to compete with other investments; this will 

ractically curtail the future flow of funds into veterans’ loans and a 
arge segment of the potential housing market will be cut off. 

(4) The prospects of maintaining total residential construction in 
1957 at 1 million units will be highly uncertain without the participa- 
tion of the veteran market supported with funds on GI loan terms. 

(5) Loan guaranty benefits for World War IT veterans have already 
been curtailed during December and will be rapidly phased out many 
months in advance of the July 25, 1958 termination date now author- 
ized, if the 4% percent maximum interest rate prevails. 

(6) A similar phasing out of loan-guaranty benefits for Korean 
veterans will parallel the effect on World War II veterans if the in- 
terest rate is unchanged, except that the Korean veterans will be cut 
off 8 years prematurely. 

(7) We therefore recommend that the competitive position of veter- 
ans be preserved by raising the maximum interest rate on GI loans 
to 5 percent. An upward adjustment in the rate is in accord with 
the statement of the President in the annual budget message to the 
Congress. 

(The exhibits referred to are as follows:) 


t 


Exuisir A: Dicest or CoMMENTS REGARDING AREAS ReportTED as Havine 
SurpLuses in VA Hovstne Market AREA REPORTS FOR NovEMBER 1956 


ARKANSAS 


Camden: Surplus is confined mostly to rental defense housing, due primarily 
to overextension of defense building and closing of naval ammunition depot. 
Reported as having balanced supply in March 1956. 


CALIFORNIA 


Los Angeles: Surplus in $12,000—-$16,000 price range exists primarily in Pomona, 
Covina, West Covina and Puente, due to failure of builders to keep pace with 
competitive market in architecture, location, and price. Reported as having 
balanced supply in March 1956. 

Santa Ana, Orange County: Surplus in $12,000—$16,000 price range. Some 
tracts have large inventory of unsold houses which are poorly designed and located 
and overpriced in competitive market. Reported as having balanced supply in 
March 1956. 

San Bernardino: Surplus in $10,000-$14,000 price range in western section of 
county. Poor location, coupled with flat roof and concrete slab construction, 
which is unpopular in this area, predominate in the over-hang of unsold houses, 
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DELAWARE 


Wilmington: Surplus in under $11,000 price range. Poor deign, location, and 
styling, without testing for market reaction, have played an apoeean part in 
delaying sales of new homes. Reported as having no suplus in March 1956. 


DISTRICT OF COLUMBIA 


Washington: Surplus in houses selling for $15,000 and up, due primarily to 
progressively decreasing pool of financially secure veterans who are prime credit 
risks and able to meet the less liberal terms of available financing, plus some 
overbuilding on optimistic projections of the 1954-55 activity rate. Reported 
as balanced supply in March 1956. 


GEORGIA 


Atlanta: Surplus in $12,000—-$15,000 and $20,000 and over price ranges, caused 
by tight money conditions, excessive brokerage fees, overbuilding, poor location, 
and mass production. No surplus reported in March 1956. 

Columbus: Surplus in $8,000—$15,000 price range, due to tight money market, 
high discount rates and military housing approved for Fort Benning. No surplus 
reported in March 1956. 

Macon: Surplus in over $15,000 price range, due to builders moving into this 
price range for more lucrative profits but finding that purchases are limited by 
available financing terms. Balanced supply reported in March 1956. 


INDIANA 


Evansville: Surplus in $10,500—-$18,000 price range, due to business and 
employment conditions, selective mortgage market, and fixed interest rates on 
FHA and VA loans. Surplus reported in all price ranges in March 1956. 

Fort Wayne: Surplus in over $25,000 price range, due to overpricing, tight 
mortgage market, and speculative building. No surplus reported in March 1956. 

Indianapolis: Surplus in over $25,000 price range, due to speculative building. 
Some prospective purchasers of new homes are unable to sell present homes due to 
tight and selective mortgage market. 

IOWA 


Cedar Rapids: Surplus in over $20,000 price range, due to slow sale of houses 
in Indian Creek subdivision because of lack of financing. No surplus reported in 
March 1956. 

Sioux City: Surplus in over $20,000 price range, due to restricted financing and 
lack of industrial expansion. No surplus reported in March 1956. 


KENTUCKY 


Louisville: Surplus in $11,000—$15,000 price range, due to progressive tightenin 
of funds for mortgage loans, channeling of investment funds into industrial an 
business loans to secure higher. yields, and upgrading of conventional mortgage 
portfolios by local lenders. No surplus reported in March 1956. 

Paducah: Outmigration of construction workers at Atomic Energy Commission 
plant has caused surplus of rental housing under FHA 908, 803, and 207 programs, 
No surplus reported in March 1956. 


LOUISIANA 


Lake Charles: Surplus in $20,000 and over price range in university section, 
due mainly to tight money market. No surplus reported in March 1956. 

New Orleans: Minor surplus in over $15,000 price range, in small portion of 
Jefferson Parish, attributable to sameness of housing design and poor access to 
commercial section. No surplus reported in March 1956. 


MICHIGAN 


Dearborn and Dearborn Township: Surplus in over $18,000 price range, 
caused by business and employment conditions, and tight mortgage market. 
No surplus reported in March 1956. 

Greater Detroit: Surplus in $15,000—-$18,000 price range. High land and 
material costs and mortgage discounts raise prices beyond means of factory 
workers. Tight mortgage money and unemployment are also contributing 
factors. No surplus reported in March 1956. 
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Grand Rapids: Surplus in $15,000—$20,000, and over $20,000 price ranges, due 
to tight mortgage market and inability of prospertive purchasers to make required 
downpayments. No surplus reported in March 1956. 

Jackson: Surplus in over $18,000 price range, due to automotive cutback in past 
6 months and tight mortgage market. No surplus reported in March 1956. 

Lansing: Surplus in high price range, due to scarcity of FHA and VA mortgage 
financing and overbuilding of $35,000 houses in suburban areas. No surplus 
reported in March 1956. 

Pontiac: Surplus in over $20,000 price range, due to business and employment 
conditions and lack of mortgage money. 

Wayne County: Surplus in $14,000-$16,000 price range, due to speculative 
building at prices which majority of factory workers in this area cannot afford. 
No surplus reported in March 1956. 


* MISSISSIPPI 


Clarksdale: Surplus in under $8,000 price range, due to overbuilding in antici- 
pation of industrial development which is just beginning to materialize, poor loan 
market for FHA and VA loans, mechanized farming, cotton acreage restrictions, 
and outmigration of semiskilled farm workers. 


MISSOURI 


St. Louis: Surplus in $13,000-$20,000 price range, due to speculative building 
and, when tight money situation arose, some builders whose houses were less 
desirable in design, location, and quality, were left with unsold houses. No 
surplus reported in March 1956. 

NEBRASKA 


Lincoln: Surplus in $11,000—$15,000 and over $15,000 price ranges, due to over- 
building and sharp curtailment of financing. Surplus in all price ranges reported 
in March 1956. 

NEW JERSEY 


Atlantic City: Surplus in over $20,000 price range, attributable to decreased 
demand caused by tight mortgage market. No surplus reported in March 1956. 


NEW YORK 


New York City: Moderate surplus in the over $18,000 price range, due to lack 
— demand and tightening of mortgage money. No surplus reported in March 
1956. 

Schenectady: Surplus in $13,000—$17,000 price ranges, caused by outmigration 
of General Electric workers by transfer to other plants and lack of FHA and VA 
financing. No surplus reported in March 1956. 


NORTH CAROLINA 


Winston-Salem: Surplus in $25,000 and over price range, due to speculative 
building and overpricing. No surplus in high = range reported in March 1956, 
but reported surplus in low price range in March 1956, changed to balanced 
supply in November 1956. 


OKLAHOMA 


Oklahoma City: Surplus in $8,000—-$12,000 price range, due principally to 
overbuilding in 3 major subdivisions, with some unsold houses lacking purchaser 
appeal. No surplus reported in this price range in March 1956, but surplus in 
high price range in March 1956, changed to balanced supply in November 1956. 


OHIO 


Cincinnati: Surplus in $12,000-$16,000 price range, due to lack of suitable 
mortgage financing. No surplus reported in March 1956. 

Toledo: Surplus in $25,000-$40,000 price range, due to overbuilding. No 
surplus reported in March 1956. 
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PENNSYLVANIA 


Levittown: Surplus in under $12,000 price range, due to cutback in employ- 
ment, discriminatory buying, and tight mortgage money. No surplus reported 
in March 1956. 


PUERTO RICO 


Mayaguez: Surplus of duplex rental housing in Mayaguez Terrace, due to 
poor transportation facilities, poor drainage, and high rental rates. These 
properties are under the receivership of the United States Federal court, 


SOUTH CAROLINA 


Columbia: Surplus in $10,000—-$15,000 price range, due to some overbuilding 
and tight money market. No surplus reported in March 1956, 


SOUTH DAKOTA 


Sioux Falls: Surplus in over $15,000 price range, due to several builders who 
confine their programs to luxury housing on a speculative basis. No surplus 
reported in March 1956, 

TENNESSEE 


Memphis: Surplus in $15,000—-$18,000 price range, due to overbuilding, prin- 
cipally in the Whitehaven area, 


TEXAS 


Corpus Christi: Surplus in medium and high-price ranges, due to overbuilding, 
some unemployment and outmigration, and serious drought. 

Houston: Mild surplus in $9,000-$14,000 and over $14,000 price ranges, be- 
cause purchasers are becoming more selective and suitable financing is lacking. 

Tyler-Longview: Surplus in over $14,000 price range, due to overbuilding and 
shortage of adequate financing. No surplus reported in March 1956. 


VIRGINIA 


Norfolk: Moderate surplus in over $15,000 price range in Norfolk and Princess 
Anne Counties, created by inability of buyers to qualify on income, No surplus 
reported in March 1956. 

WASHINGTON 


Spokane: Mild surplus in over $15,000 price range, due to speculative building, 
fewer qualified buyers, and difficulty in obtaining mortgage money. No surplus 
reported in March 1956. 

In addition to the above reports of surpluses in November 1956, the following 
16 housing market areas, were reported as having a surplus in one or more price 
ranges in March 1956, but no surpluses in November 1956: 

Arkansas: Pine Bluff, 

California: Sacramento. 

Colorado: Colorado Springs and Denver. 
Florida: Lakeland. 

Illinois: East St. Louis. 

Kansas: Wichita. 

New York: Albany. 

Ohio: Akron, Canton, Cleveland, and Mansfield. 
Tennessee: Knoxville. 

Texas: Dallas, Fort Worth, and Victoria. 
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76 VETERANS’ LOANS 
Exuisit C.—Comparison of cost—44 percent and 5 percent mortgages 


Monthly payment for Total monthly pay-| Added interest 
principal and interest ments to maturity cost ! 
Maturity and loan amount 





4% per- | 5 percent | Increase | 414 per- | 5 percent |To matu-| First 12 
cent cent rity 


years 

$10,000 loan_.....-.-...---- $63.30 | $66.00 $2.70 | $15,179 | $15, 839 $660 $515 

eeeteem......------...- 75. 96 79. 20 3.24} 18214] 19, 792 618 
$15,000 loan..--.-.-.-.----- 94. 95 99. 00 4.05 | 22,768 | 23, 758 990 773 
$10,000 loan... ......-...-.-. 55. 60 58. 50 2.90} 16,671 | 17,526 855 553 
$12,000 loan... -.--....-.-.-. 66. 72 70. 20 3.48} 20,006} 21,031 1, 025 663 

000 loan.....----------- 83. 40 87. 75 4.35 | 25,007| 26, 1, 282 829 
$10,000 loan... .............. 50. 70 53. 70 3.00} 18,229| 19,317 1, 088 578 
$12,000 loan... ------------- 60. 84 64. 44 3.60} 21,874} 23,181 1, 307 694 
$15,000 loan... -.------------ 76. 05 80. 55 4.50 | 27.343! 28,976 1, 633 868 





1 These figures show what the difference in interest costs would be (1) if the loan were held to its stated 
maturity date and (2) if it were paid in full after 12 years. Recent studies of VA-guaranteed loans indicate 
that the average life is approximately 11 years for 20-year loans and about 14 years for 25-year loans. 


Exursir D 


[Copy of teletype} 


From: Veterans’ Administration, Washington, D. C. 
Date: December 3, 1956. 
To: Managers, all regional offices with loan guaranty activity. 


(Priority) As a result of the announcement of the increase of the interest rate 
on FHA loans from 4% percent to 5 percent and in anticipation that inquiries 
may arise concerning loan commitments to veteran loan applicants upon which 
the VA has issued its commitment form 1866 to guarantee a loan, the following 
is the text of a letter to be sent to all program participants without further clear- 
ance with central office: 

“The Veterans’ Administration as a result of the announcement of the increase 
in the interest rate on FHA loans to 5 percent desires to call to the attention of 
all participants in the GI loan guaranty program the following: 

(1) The maximum interest rate on Gt loans will remain at 44 percent unless 
otherwise authorized by the Congress. 

(2) The VA has no objection to the inclusion of a stipulation or qualification 
in loan commitments to veteran loan applicants such as: 

“It ts 7 that the loan shall bear the maximum interest rate permissible 
under the VA regulations at the time the loan is closed.’ 

(3) a receipt of an application for loan guaranty (form 1802) with or 
without the qualifications as set forth in paragraph (2) the VA will consider such 
filing as evidence of a firm commitment on the part of the lender to the veteran 
to actually close the loan, unless the lender shall submit with the form 1802 a 
letter from the veteran acknowledging his understanding that the loan commit- 
ment is tentative and that it may be withdrawn or canceled due to inability of 
the lender to close the loan under conditions contemplated by the lender at the 
time the tentative commitment was issued. 

“(4) The VA will not guarantee a loan closed at 4% percent evidenced by a 
note or secured by an instrument which contains a provision for an increased 
rate of interest if such is authorized by the Congress. 

“(5) The VA will expect all lenders who have outstanding loan commitments 
and on which the VA has issued its form 1866 to honor such commitments without 
undue delays and close the loans at the 44 percent rate. Breaching such commit- 
ments falls under the definition of detrimental practices under section 514 of the 
Servicemen’s Readjustment Act and will occasion investigation and appropriate 
action when such cases come to the attention of VA. 

‘As of mid-November 104,000 certificates of commitment were outstanding on 
loans awaiting closing by lenders. The amount of the loans covered by these 
commitments is approximately $1,200 million. The VA is aware of the impact 
which the increase in the FHA interest rate will have on the VA loans now in 
process. However, we are confident that lenders who have processed or who 
hereafter process loans through VA will complete the loans in accordance with 
the terms proposed in loan commitment applications submitted to VA. 








, 
Manager. 
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As you know, existing law provides that the maximum interest rate chargeable 
on GI loans is 444 percent. In view of the increase in FHA interest rate you will 
undoubtedly encounter considerable inquiry and speculation as to whether or not 
the VA interest is to be increased. The VA position is that this is a matter for 
the Congress to decide. Until such determination is made, the VA will be faced 
with similar and comparable problems in the processing of applications for loan 
guaranty during the ensuing months as prevailed during the early part of 1953 
when great speculation maintained as to whether or not the rate on GT loans 
would increased from 4 to 4% percent. Since the increased interest. rate for 
FHA home loans will have an immediate impact on GI 4% percent loans, managers 
should be alert to note the impact in their areas and to report to central office on 
December 20 and January 10 general developments and any unique situations 
that arise. This information will be important in connection with any appear- 
ances which the VA may be asked to make before the Congress in the event the 
interest rate problem is considered. 

In respect to paragraph (3) of the letter to the lender, where your office receives 
an 1802 accompanied by a letter from the veteran that he understands that the 
lender’s commitment is tentative and may be withdrawn you should process the 
issuance of the 1866, but if such letter does not appear to be sufficiently explicit, 
you should direct a separate letter to the veteran at the time the form 4-1866 is 
issued advising the veteran of the risks involved in case the lender declines to 


close the loan. 
(S) Rares H. Srone. 


Exaisir E: Comments or VA ReGronaL MANAGERS ON THE EFFECT OF THE 
FHA Interest Rate INcREASE IN THE GI Loan PrRoGRAM 


Submitted as of December 20, 1956, pursuant to request dated December 3, 1956 


Montgomery, Ala.: This regional office has been unable to feel an immediate 
impact relative to FHA interest rate increase from 4% to 5 percent, effective 
December 4, 1956. 

Recent release of FN MA relative to discounts will of course favor 5 percent 
FHA mortgages over 4% percent VA mortgages in the secondary market. 

Lenders and correspondents in the jurisdiction of this regional office indicate 
that there will be little or no financing available for VA mortgages in the immediate 
future at the prevailing 4% percent interest rate. 

The same lenders and correspondents indicate that there will be limited mortgage 
money for FHA insured loans; however, it is anticipated by these individuals that 
there will be no mass diversion of funds from current channels to FHA type 
es solely because of the increase in interest rate. 

Isolated correspondents indicate that there will be limited activity on the part 
of certain insurance companies relative to continued participation in VA-guar- 
anteed loans at the prevailing interest rate. 

There exist considerable confusion, conflicting ideas; and numerous forecasts 
on the part of lenders, builders, and other program participants as to what action, 
if any, Congress will take when it convenes in January. 

Phoenix, Ariz.: Most informed sources report that the recent increase in the 
FHA interest rate has not resulted in any additional mortgage funds. 

Investors have advised local lenders that they expect all unclosed FHA leans 
for which financing arrangements had already been made to be closed at the 
5 percent interest rate. However, there has been no change in the discount rate. 

No future commitments are available for either FHA or VA loans. 

Sale of mortgages now being made are the result of previous agreements with 
private investors and/or to FNMA. 

Since the increase in FHA interest rate some builders have reported that their 
construction funds for VA financing have been withdrawn. 

Other builders are continuing construction under VA financing arrangements 
based on previous commitments. 

The consensus of opinion is that when present commitments have been fulfilled 
or canceled, there will be little or no funds available for construction under the 
VA program and it is felt in some quarters that the increase in FHA interest rate 
will not provide sufficient construction funds under that program. 

There seems to be considerable optimism among builders and lenders that the 
VA interest rate will be increased with the hope that this action will make more 
funds available. It is felt that any future planning being accomplished at this 
time is based upon that assumption. On the other hand, the opinion has been 


88114-—57——_6 
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expressed by leading mortgage brokers that the increase in FHA interest rate 
was too little and too late to provide sufficient mortgage funds. 

Due to the fact that the situation is not at all clear at the present time and 
there is considerable conflict of opinion concerning future trends, the above 
information is about as accurate as we can now report. 

Little Roek, Ark.: There is nothing of a unique development to report unless 
it be considered unique that the applications for guaranteed loans will approximate 
the same number received in November. Two factors may be considered as 
contributing, one being commitments lenders have outstanding to builders and 
other sellers, and probably of more importance is the indication that practically 
all lenders are taking applications with an agreement with the borrower that the 
ehavee rate will be governed by the maximum permissible at the time the loan 
is closed. 

Los Angeles, Calif.: All available sources of information locally indicate that 
former investment purchasers of GI loans are making no offers for future delive 
and will not estimate calendar date when discussions of price will be reopened. 
No current deliveries other than on FNMA previous commitments or on current 
FNMA over-the-counter price. Net result to date indicates that tract builders, 
because of inability to obtain or discuss 1957 prices, have withdrawn from market. 
Tracts submitted to this station November 26 to date touch alltime low of 
8 tracts for 502 units. 

Some local mortgage companies who have limited their activities to originating 
individual existing GI loans and selling them on package basis to investors are 
considering possibility of increasing origination fee charged to seller in an amount 
sufficient to permit proposed net yield package attractive to institutional buyer. 
None of this latter practice is yet beyond conversation stage. 

San Diego, Calif.: Availability of ‘takeout’? money except through FNMA is 
nil pending action on VA interest rate. 

Both builders and lenders have assumed attitude that rate of VA will be 
increased without question. 

A issued new price list effective December 4, 1956, offering 98 for 5 
percent FHA 203 mortgages and 94% for VA and FHA 203 4’s. 

FNMA standby commitments are now 94 for 5 percent mortgages and 90 for 
4% percent mortgages. 

All lenders are now writing clause for “higher interest rate at closing if au- 
thorized”’ in contracts and instruments. 

San Francisco, Calif.: Principal effect of increase in interest rate on FHA loans 
to 5 percent has been to depress market for 4% percent loans by approximately 
1% points. Present market for 4% percent loans is extremely limited regardless 
of discount offered. Future 4% percent takeout commitments on GI loans are 
almost impossible to obtain in view of anticipated increase in interest rates on 
VA loans to 5 percent after next Congress meets. Nearly all lenders in this area 
during past several years have protected themselves by obtaining so-called escape 
letters signed by veteran buyers stating that the loan commitment is tentative 
and may be canceled for any reason whatever. Lenders who have given takeout 
commitment on 4% percent GI loans are continuing to honor their commitments 
and promptly close their loans even though they have filed escape letters with VA. 
To date we have had no occasion to remind lenders of their obligations to ex- 
peditiously close ioans. A few builder-lenders in anticipation of increase in GI 
loan interest rate have placed veteran buyers in occupancy in their homes on a 
rental agreement basis with understanding that loans will be closed at such time as 
next Congress makes decision on possible increase in interest rate. Many lenders 
and builders have eypressed the opinion that a possible increase in the VA interest 
ae to 5 percent will not materially increase the amount of funds available for 
x] loans. t 

Denver, Colo.: Lenders making sincere effort to complete outstanding com- 
mitments. However there is indication that our Forms VB4—-1866 are being 
negotiated between lenders to accomplish this. 

Requests for appraisals of existing houses drastically curtained with apparently 
no VA financing available for these loans. Both builders and lenders advise us 
that VA financing will be unavailable after present investors commitments have 
expired except at prohibitive discounts. 

Future planning of program participants uncertain and erratic with many 
builders drastically reducing their present staffs. 

Hartford, Conn.: We have made a survey among active brokers and lenders in 
the Connecticut area and we find that the increase in interest rates on FHA loans 
had very little, if any, effect. 
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In a discussion with one large lender who still is making GI loans, he stated that 
the principal reason why there has been a falling off in mortgage lending is the 
shortage of money. He explained the deposits have not increased to meet the 
demand for mortgage financing. We learned yestereday of one mortgage broker 
who.had an outstanding allotment from the insurance company he represents of 
funds for GI loans which had not been expended. He was advised by his lender 
that the funds should be used only for FHA’s at 5 percent. Ouiside of this single 
instance, we know of no other unusual circumstance in connection with the in- 
erease in the FHA interest rate. 

There is, however, very little, if amy, mortgage money available for GI loans 
and if any loans are made, they are made on a highly selective individual basis 
and requiring a down payment comparable to that required on a conventional 
loan. 

It is our opinion that the increase in interest rate on FHA loans has had little 
appreciable effect. 

Wilmington, Del.: Some disappointment is being expressed by local mortgage 
brokers-as a result of quotations for FHA 5 percent’s at 98. While earler FHA’s 
brought 96 in many instances, it was anticipated by some quarters that’ FHA 5 
percent would be taken at par which has not yet come about. 

Conventional loans appear to have moved from 4% to 5% on one-third down- 
payment loans. 

urrent offerings in connection with previously committed VA 44’s are quoted 
at 96 to 99 depending upon lenders’ specifications for loans. The supply of money 
for new VA loans at 4% percent—2 percent down—30 years, is reported as non- 
existent. The explanation offered is that major sources of funds are standing by 
awaiting resolution of the questions surrounding the current 4% percent VA 
interest rate. 

Frequent mention is being made in local lender’s and builder’s circles concerning 
the application of the VA direct loan pogram for the entire State of Delaware. 
Feeling-is strengthening with builders that the direct loan program is the most 
effective solution to the mortgage-financing problem in this State. It is recog- 
nized that this view ignores solution of the problem on a national basis. 

Additionally, the disinterest on the part of large lenders to make future com- 
mitments until the question of VA increased interest rate is resolved, has caused 
some strain and concern to local mortgage brokers who presently find themselves 
unable to market VA 4!4’s made without commitments from permanent lenders. 
This situation has tended to dry up funds for commitments to builders for new 
construction. 

Washington, D. C.: Pursuant to your request dated December 3, 1956, a tele- 
phone survey was made through several mortgage brokers, banks, insurance com- 
panies and other loan guaranty participants. 

The’ general comment indicated that an increase in the VA interest .rate is 
desirable but would not necessarily cure the tight GI money situation, inasmuch 
as other factors such as competitive interest yields on other investments must be 
considered. One example mentioned frequently pointed to municipal bonds in 
both Fairfax and Prince George’s counties. Such bonds pay an interest yield of 
4.7 percent and are not subject to Federal income tax. R saving is also effected 
by the investor on cost of loan and other processing as well as the normal one half 
of 1 percent servicing fee. 

Mention was also made of commercial investments, government bonds and other 
preferential investments which would yield equal income yet involve a lesser risk 


or, 

Generally the above-recited comment reflects the opinion of those officials of 
the agencies and industry participants in the VA loan guaranty program in the 
metropolitan Washington area. 

Jacksonville, Fla.: Since the receipt of this TWX, we have received only normal 
requests for cancellation of outstanding commitments and so far we have only had 
occasion to question two applications on which attempts are being made to finance 
under FHA due to changes in discounts resulting from increase in interest rate. 

We are receiving numerous calls daily from lenders asking for a clarification in 
regard to processing applications where loans could not be closed for 2 or 3 months, 
Nearly all lenders are becoming cautious in submitting applications and anticipate 
an increase in the interest rate on GI loans. We expect the majority of our lenders 
to close the GI loans based on 4% percent interest, especially on homes that have 
been completed to date. 

Builders are not as much concerned at the present time about interest rate, but 
more about high discount rates that are being charged. Many of our cancellations 
are required by the builder due to inability to place loans. 
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Applications received to date are 425 as compared with 706 for December 1955, 
and 627 for November 1956. 

Miami, Fla.: It is difficult to isolate the reaction of the FHA increase from the 
action immediately following by FNMA in reducing the purchase price of over- 
the-counter sales to FNMA, which in this area means that the builder will net 
approximately 92% to 93 percent for his mortgages, the variation depending upon 
the price obtainable for FNMA stock which is estimated at a minimum of 25 
cents and a maximum of 50-cents in arriving at the net amount. 

The Miami area has only an extremely limited reserve for the actual holding 
of mortgages and I believe it conservative to estimate that over 90 percent of GI 
loans originating in this area rely upon northern sources, particularly New York 
savings institutions, for their permanent disposition. With the gradual hardening 
of these money sources over the last few months, practically all of the local brokers 
“were relying on the continued availability of FNMA at a figure which would net 
the seller (builder) 94%. 

As harsh as these terms were, it did permit a builder to “bail out” of his present 
operation and possibly consider a minimum future building program. The FNMA 
concurrent action with FHA was, in the vernacular of the boxing fraternity, the 
one-two punch, and has accomplished the same result by knocking out any 
future construction in this area until some relief is obtained through Congress. 

As to VA, all lenders, with only one known exception, utilize the “noncommit- 
ment letter” in which it states that even if the VA commits, this is not a binding 
contract between the lender and veteran. So today we have veterans, some 1,200 
in this area, who are faced with a rejection of their loan or confronted with a lease 
agreement. Up to this time there has been a spirit of cooperation or understand- 
ing amongst the three parties concerned, based on the belief that Congress will 
approve a 5 percent rate and, what is equally important, promptly. If such is 
not done, the plight of veteran housing will be pitiful, and our offices, to the extent 
of processing new applications for reasonable value and commitments, might as 
well silently fold their tents. 

As this office is perhaps too prone to do, our viewpoint is direeted at the position 
in which the project builder, his lender and the veteran who is purchasing a unit 
within a project. The individual veteran buying an individual unit, either existing 
or proposed, has been in an almost impossible situation for the past year. The 
progressively tightening money market has, except in very rare instances, made it 
impossible for him to secure a GI loan. ' 

Atlanta, Ga.: FHA interest rate increase has not affected number of VA loan 
applications. Those received have been generally supplemented by letters signed 
by veterans indicating agreement with increase in rate if any prescribed by new 
Conan: Local FHA office reports no increase in requests as result of change in 
their interest rate. 

Honolulu, T. H.: Savings and loan associations have been out of the VA and 
FHA market for a long time. They are interested only in conventional loans at 
6 to 7 percent plus discounts. Loans are made for their own investment and 
not for resale. 

Commercial banks and their branches have applied restrictive measures for 
the past year or so to conserve their limited investment capital. On GI loans, 
the downpayment is from 15 percent and up with maturities of 15 to 20 years. 
Loans are not usually made for resale except that a very limited number of 
guaranteed loans made on more liberal terms have been sold to the Territory 
of Hawaii for retention in the veterans’ $20 million bond issue fund. Their 
conventional rate is 54 percent plus discounts. Some have been doing a lim- 
ited amount of interim financing for builder-lenders and mortgage companies at 
the going interest rate plus a finance fee of 1 percent and up. There has been 
no noticeable impact from this source due to the limited participation in the 
program. 

Real estate mortgage companies and trust companies represent mainland 
insurance companies, so all of their mortgages are for resale. Up until a few 
year ago, there were no really so-called mortgage companies in Hawaii, and the 
only mortgage loans made by the trust companies were limited to their own 
investment funds. The above two types of lenders have almost entirely carried 
the 4% percent loan business. Therefore, the curtailment of 445 percent money 
from this source is having a very serious immediate impact on the veterans’ 
ae program as illustrated from our interviews with mortgage lenders. This 
leaves Hawaii with no source of mainland money for 4'% percent loans other than 
those loans previously committed. 
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The $20 million territorial bond issue for the purchase of veterans’ home loans 
as guaranteed by the VA has nearly been used up due to mortgages purchased 
or contract commitments made to certified lenders. 

Boise, Idaho: Contact with a representative number of local lending institu- 
tions and local outlets of eastern insurance companies indicates in nearl yevery 
case that such lenders intend to honor previous 4% percent loan commitments. 
The action of the FHA in announcing an increase to 5 percent in interest rates 
has caused a general slowing down of both guaranteed loan applications and 
requests for appraisals since the effective date thereof. As an example, for the 
period October 26 to November 18, 1956, this office received 127 forms 1805, 
requests for appraisals. In a similar period from November 26 to December 18, 
1956, these had dropped to 98. In the same comparable periods, guaranteed 
loan applications dropped from 65 in the first instance to 38 in the second period. 

It is recognized that some of this reduction in volume is chargeable to the sea- 
son of the year in this area due to weather conditions, but it is believed that it 
is substantially caused by the increase in the FHA interest rate. 

It is the general consensus of lenders in this area that they will not process 
new applications for guaranteed veterans’ loans due to the difference now exist- 
ing in the rate of interest. While it has not had sufficient time to develop, there 
is indication that applications for direct loans will substantially increase over the 
next several weeks. 

Indianapolis, Ind.: Our loan guaranty officer recently attended a panel dis- 
cussion held in Lafayette, Ind., attended by five representative members of the 
mortgage industry. These attending members voiced a high degree of pessimism 
as to GI home loan activities at the existing 414 percent rate. There seemed to 
be a total disregard attached to the rate value of the guaranty, the stress bein 
on yield. Most of the speakers were of the opinion that an increase in the G 
interest rate to 5 percent would not solve the discount problem. The same 
applies to the FHA increase. 

Immediate repercussions seem to point to: 

A marking-time position taken by all classes of lenders, large and small. 

A lowering of our average daily receipt of GI home loan applications. (Decem- 
ber 1955—-daily average 33 cases. December 1956—daily average 28 cases.) 

A much lower number of project submissions in December 1956 (7 new sub- 
missions) as compared to December 1955 (15 new submissions). 

Lenders seem disposed to permit unemployment of loanable funds until the GI 
interest rate is increased, which increase is fully expected. 

Chicago, Ill.: Requests for certificates of reasonable value for December 1956, 
down 30 percent from December 1955.. Mortgage brokers delaying commit- 
merits to builders and delaying filing of VA loan applications. due to reluctance of 
investor outlets. Numerous requests from mortgage houses to withdraw or 
suspend applications not yet processed by VA. Numerous phone calls from 
veterans stating builders are requesting amendment of contracts to take advantage 
of higher interest rate if and when possible no doubt due to‘fact lender contacts 
not interested in 4'4 percent loans. Small mortgage brokers who depend on 
FNMA outlet find it practically impossible to handle future commitments at 
reduced rate. 

Des Moines, [owa: Institutional investors and large insurance companies are 
withholding commitments and refusing to aecept GI loans at 4% percent. The 
majority of the lenders in this State are refusing to make GI loans, holding out 
for a higher interest rate. 

The: Federal National. Mortgage Association announced shortly after the in- 
crease in the FHA interest rate went into effect that it would buy the new FHA 
5 percent loans at from. 9714 to 99%. Their prices for mortgages carrying the 
old 4% percent rate have been cut, now varying from 96 to 94. 

Under the voluntary home mortgage credit program during the month of 
October out of 69 applications sent to eligible veterans, 36 were received by 
VHMCP in Chicago, resulting in 16 commitments, of which 12\ were canceled, 
showing a net of four loans placed for the entire month. This is an indication 
that most lenders in this area are closed to GI 4% percent loans. 

Wichita, Kans.: Applications for month decreased approximately 10 percent. 
It is not felt decrease is result of FH A 5 percent rate. 

Louisville, Ky.: This increase (in FHA rate) has caused little or no impact 
in the GI loan program in this area. Lenders do not feel there will be any change 
in the tight money market until after Congress convenes and a decision made 
régarding GI loans. Increased interest rates without reduction in down pay- 
ment.requirements has not stimulated sales of FHA homes. 
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New Orleans, La.: FHA increase in interest rate has not as yet been reflected 
in our operations. Builders, prior to the increase in interest rate, were having 
difficulty in obtaining commitments and the situation is becoming more serious. 
Builders report that the increase to 4% percent by FHA did not stimulate buyers 
interest in FHA mortgages. 

Shreveport, La.: All of the mortgage loan brokers in the Shreveport center area 
state that they are unable to obtain, at this time, tentative commitments from 
investors for money to finance VA loans at the current 4% percent interest rate. 
The savings and loan associations are making loans to veterans at 4% percent 
interest only when they have surplus funds after having satisfied all PHA and 
conventional loan applicants. The building contractors in the area are unable 
to obtain advances from banks to construct houses for veterans at the prevailing 
interest rate. 

The appraisal assignments on proposed construction at this date are off about 
30 percent compared with last month at this date. The loan applications are 
down this month about 20 percent compared with the applications this date 
last month. 

It is the general belief of the builders and lenders in the area that it will be 
practically impossible to continue the guaranteed loan program of the VA unless 
the interest rate is raised and the veterans loans placed in competition with con- 
ventional and FHA loans. There are a few builders who have encumbered com- 
mitments from investors at 4% percent interest which will be completed when 
the houses have been constructed. Several of the builders and realtors are 
financing with the intention of selling the mortgage loans to the Federal’ National 
Mortgage Association. 

Togus, Maine: Whereas appraisal assignments processed in the loan guaranty 
office indicated a steady increase averaging 15.5 percent in 1956 over 1955 until 
the month of September, the workload processed subsequently indicates a steady 
decrease averaging 16.5 percent. In the month of December to date 64 assign- 
ments have been processed against 142 during the entire month of December 1955. 

The data in the above paragraph would appear to indicate that the trend 
reflects the tightness in mortgage funds and no statement can as yet be made 
as to the effect of the announced increase in the FHA interest rate. 

Among the most active lending institutions there is a growing tendency to 
decline to accept further GI loan applications regardless of any downpayment 
to be made until the Congress acts on the question of increasing the interest. rate. 

The largest by far of the VHMCP lenders in this area has not yet stated any 
change in position with respect to the program. 

Baltimore, Md.: FHA rate increase has not as yet affected number of ap- 
nao requests or applications submitted this office. However, it appears that 

uilders plans are predicated on an anticipated increase in VA interest rate. 
Prospects for mortgage funds not too encouraging. Lenders continue to honor 
previous commitments. 

Boston, Mass.: During the calender year of 1955, this office received approxi- 
mately 25,000 loan applications. It is estimated that during the calendar year 
1956, this office will receive approximately 21,500 loan applications. his 
represents a decrease of loan applications received during 1956 of some 15 percent 


for the entire calendar year. e monthly percentage decrease is about the same 
from month to month. Our appraisal assignments for the calendar year have 
decreased about 7 percent. owever, during the months of November and 


December there has been a substantial drop in our appraisal assignments, amount- 
ing to 15 percent during the aforementioned ested This would indicate a low 
volume of loan applications during January and February of 1957. 

During the last 2 weeks, our loan guaranty and contact divisions have been 
tabulating the number of veterans reporting that they were unable to obtain GI 
loans. This tabulation reveals that this office received notification that on the 
average about one veteran per day, or a total of 15 veterans have been unable 
to obtain a GI loan. However, prior to this*survey, we have .received many 
notices from veterans that they were unable to obtain GI loans. 

From a review of the situation in Massachusetts, it would appear that the lend- 
ing institutions located in the large cities or congested areas are very much 
interested in having the interest rate increased, as they feel that it would alleviate 
the tight money situation. Lending institutions in the smaller cities and towns 
located throughout the State generally appear to be willing to continue to loan 
money at the 4% percent rate. Savings banks in this State noticed a sharp 
falling-off in their savings deposits, dating back to February of 1956. During the 
past month, banks have observed gradual increases in deposits of savings. By 
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State law, savings banks cannot invest more than 70 percent of their deposits 
in real estate mortgages, and from our best information most banks have already 
invested up to the 70 percent of their deposits. However, they seem more opti- 
mistic for deposits in 1957. Our mortgage companies business amourits ‘to ‘not 
more than one percent of our total volume. Bankers refrain from stating definitely 
that an increase in the interest rate will bring more mortgage money into the 
market. 

Detroit, Mich.: The information gathered from both lenders and builders on 
the subject is to the effect that the number of VA loan-financed building starts 
will be very substantially reduced. In view of the FNMA purchase price schedule 
effective December 4, 1956, in which prices on VA 4% percent loans were reduced 
1% to 3% points, several builders have stated that they cannot continue to operate 
at a profit on that basis and are considering no VA projects for 1957. 

Both builders and lenders question whether an increase in interest rate on VA 
loans is a solution. An increase in the interest rate would increase the monthly 
mortgage repayment and add to the difficulty that is being experienced in quali- 
fying veteran-purchasers. At the present time, several builders have reported 
they are meeting with difficulty in liquidating their present inventories, and, in 
some instances, inducements are being offered to the purchasers in the form of 
appliances, moving expenses, etc., in an effort to promote sales. It has been sug- 
gested that consideration be given to a 40-year amortization rate with no change 
in the present 30-year maximum loan term. This method would reduce the re- 
quired monthly payment, and the principal balance would be reduced to an 
amount which should be easily refinanced at the end of the 30-year loan term. 
While this method may improve sales of the properties, it is quite possible that 
it would have a detrimental effect on the sales of loans. 

The information reported herein is based on contacts with representative 
builders and lenders. It is the consensus of practically all parties contacted that 
the excessive loan discounts are throttling the program, with most of the builders 
deciding not to make any new commitments or starts until the future can be more 
definitely defined. 

St. Paul, Minn.: We are informed that despite the increase of the FHA interest 
rate to 5 percent, FHA loans at that rate are still being discounted about 2 points. 

Jackson, Miss.: Our regional money situation has been closely watched since 
the announcement of FHA’s increased interest rate. Immediately following 
this announcement the majority of our savings and loan associations discontinued 
giving advanced commitments on either VA or FHA loans. Sufficient demand 
exists to use all available investment funds in well secured conventional loans at 
higher rates of interest. At this time the duration of their withdrawal‘from VA 
and FHA loan markets cannot be predicted. 

Our mortgage brokers indicate that little interest is being exhibited for FHA 
loans even at the increased interest rate. Offers made on these loans have been 
tentative rather than firm. Tentative offers on the new FHA loans require 
discounts ranging from 2 to 3 percent. Most brokers observe that no new money 
is being brought into the mortgage market by the increase but that it has some- 
what reduced discounts which were previously asked. 

Little or no interest is being expressed by investors for VA loans during the 
coming year. One broker has a limited outlet for the coming year at 5 percent 
discount for 20 percent downpayment, 20-year maturity VA loans. This is the 
only firm offer for the coming year that we have been able to uncover among 
our brokers. Indications are that investors are waiting further developments 
before making any type of offers. Money for advanced VA commitments is 
practically nonexistent. No appreciable drop has yet been noted in our receipt 
of VA guaranteed loan applications. Our volume of applications for December 
will be approximately the same as for the previous 2 months. Appraisal requests 
continue to fall off. Investors are honoring their outstanding commitments 
but upon expiration of the commitments sharply increased discount’ rates are 
being required for renewals. These rates are quoted as being between 6 and & 
percent. 

Kansas City, Mo.: Officials of our loan guaranty division have been very care- 
ful to note any indication of a different attitude toward the VA loan guaranty 
ea by lenders and investors in this area since the FHA action was taken. 

o date, there has been no appreciable difference in the volume of applications 
being received for VA guaranty, other than the usual, normal decrease which pre- 
vails at this time of the year. Both inquiry and volume have remained at approxi- 
mately the same level that existed before announcement of FHA increase. 
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On the basis of discussions that our officials have had with officials of loan 
companies and investment companies, it is our opinion that commitments of 
investors for the purpose of VA guaranteed loans will be reduced or withheld 
entirely after the first of the year, pending the outcome of possible changes in the 
VA loan guaranty legislation by the new Congress. This, of course, is merely 
an opinion since no lenders or investors care to make a definite statement. 

St. Louis, Mo.: The recent increase of the interest rate on FHA loans to 5 
percent has further depressed the GI loan market in this area. 

Generally speaking, the market at present is unsettled and somewhat confused; 
however, it appears that the 44% percent market has dropped 3 to 4 points since 
the rate increase. 

The top price for VA’s for immediate delivery currently is about 95 for choice 
loans—new property 10 percent downpayment. New property with 2 percent 
downpayment is about two points lower. Virtually no general market appears 
to exist for future deliveries; if it did, it would probably be about two points lower. 
Prices for loans on older properties would be scaled downward as much as five 
additional points depending on downpayment, location, size, ete. 

General market prices for 5 percent FHA’s appear to be 98 to par. 

It appears that very limited funds are and will be available for 444 GI loans 
pending action on the interest rate question. 

Fort Harrison, Mont.: We cannot report any unique developments, but we 
have, like most offices, been plagued by a substantial number of inquiries from 
builders, brokers, lenders, and veterans as to what VA is going to do about the 
interest rate. 

There has not as yet been an appreciable decrease in number of appraisal re- 
quests. This is due, in our opinion, to the fact that requests received during the 
past. 2 weeks relate largely to cases on which lenders had committed themselves 
prior to the announcement of the FHA rate increase. We do estimate a very sub- 
stantial drop in volume from now on. We believe that we will receive good coop- 
eration from all lenders in the closing of loans at the 4% percent rate on those 
cases cn which we have outstanding commitments. 

Discount rates for our area have been subject to considerable fluctuation since 
December 3. First reports were that FHA 5s were acceptable at par, but current 
reports from those lenders who have outside insurance company markets indicate 
that probably a 2 percent discount will be imposed on 5 percent loans. Discounts 
on 44% percent loans now reportedly vary from 4 to 6 percent, which is a decided 
increase for this State. The effect on placement activity of VHMC'P cannot yet 
be determined. That agency has not been particularly suecessful in their Montana 
operations and their problems in placing Veterans’ Administration 4% percent 
loans have now been multiplied. 

Omaha, Nebr.: Theimpact of the increase in the FHA interest rate to 5 percent 
was immediate in this regional office. This is clearly shown in comparing the 
number of applications and appraisal requests received during the past 12 working 
days, and the 12 days immediately preceding the increase. 

We received 58 applications from November 15 through December 3, and 28 
applications from December 4 through December 19. We received 67 appraisal 
requests from November 15 through December 3, and 43 appraisal requests from 
December 4 through December 19. 

Numerous inquiries have been received from veterans, builders,. and. sellers 
concerning the availability of direct loans and whether new areas would be added 
to the eligible list. They have all been advised in accord with the facts and none 
have been referred to central office. 

Reno, Nevy.: Lenders in this area advise there is no financing available for GI 
loans other than the Federal National Mortgage Association, who is presently 
buying GI loans at 94. 

Manchester, N. H.: Local banks report that whenever possible home loans are 
being processed through FHA due to increase in rate. Mest banks are making GI 
loans on .a reduced basis and waiting for congressional action. Builders are 
advising veteran clients to process through FHA if possible to insure loan. Some 
banks reluctant to make GI loans in excess of 15 years. Volume of GI loan 
applications has not decreased substantially since FHA rate increase but appraisal 
requests have declined drastically. 

Albuquerque, N. Mex., There was no immediate reaction in this area that greatly 
affected the availability of funds for VA guaranteed loans after the announcement 
that the FHA. interest rate was being increased. However, immediately after 
the Federal National Mortgage Association announced their new prices for 
FHA 5-percent and VA 4%-percent loans, the investors currently doing business 
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in this area announced that they would not accept VA 44-percent loans at any 
price. ‘There were many verbal and tentative commitments to builders and mort- 
gage brokers in this area by investors for the purchase of VA 4%-percent loans and 
as far as we have been able to ascertain, they have all been canceled. 

There were a very few firm commitments outstanding that are, of course, being 
honored but except for these few isolated cases where firm commitments were in 
existence, there is no market for VA guaranteed loans from any source, except 
through FNMA and brokers are willing to handle loans for sale to FNMA only 
where there is to be a firm commitment and at a price of about 90. 

During the past 10 days, the loan guaranty officer has personally contacted 
a representative of every lending institution in this area that is active in the 
origination of VA guaranteed loans. As far as we have been able to ascertain, 
not one builder has been willing to pay the discount required in connection with 
the same of loans to FNMA, no new commitments have been issued, and all 
tentative or verbal commitments have been canceled. Unless there is a change 
in the attitude of leading institutions and investors, we can expect immediate 
and drastic curtailment of construction throughout the area and a complete shut- 
down on GI finaneing as soon as the few firm commitments now in existence 
expire or have been absorbed. We do not anticipate that FHA financing will be 
increased to any appreciable extent because there is not any great demand for 
FHA financing under present regulations. Some builders had already started 
construction on projects depending on verbal and tentative commitments from 
insurance companies and mutual savings banks and now, because such commit- 
ments have been canceled, they are shutting down. They simply cannot pay the 
discount required in connection with FNMA financing because to do so would 
mean that the entire profit allowed in the certificate of reasonable value would 
be absorbed in the payment of the discount. On top of that, they have such 
items as ‘‘marketing expense’ that must be paid and cannot be allowed in the 
certificate of reasonable value. 

During the past few weeks, many builders have expressed their opinion re- 
garding the advisability of increasing the interest rate on VA guaranteed loans. 
We have not solicited such information but, without exception, they have been 
of the opinion that the interest rate should be raised. Many lending institutions 
have also volunteered their opinion regarding the subject and with only 2 or 3 
notable exceptions, they have been of the opinion that the interest rate should 
also be increased to 5 percent or more on VA guaranteed loans. In most cases 
they favored a flexible rate. In the isolated cases where lending institutions did 
not favor increasing the VA rate, they clearly stated that it was their opinion 
that failure to increase the rate would certainly result in the abolition of the VA 
loan guaranty program and in the expansion of the FHA program which, in their 
opinion, was desirable. 

Albany, N. Y.: Most lenders contacted, state they will continue to consider 
applications for 44% percent VA loans from veterans having accounts and other 
business with their institutions, nevertheless, it appears lenders will be very selee- 
tive to the extent that persuasive efforts will be used to divert low risk, credit 
worthy VA loan applicants to other avenues of home financing at higher interest 
rates. 

Information available from several of our areas indicates many V A loan applica- 
tions are currently not being accepted, also larger institutions which are refusing 
to consider VA loan applications on a local basis are purchasing out of State and 
West Coast VA loans at sizable discounts in their efforts to increase yield. 

The majority of marketing contracts currently being presented for approval 
now bear the aualification, 4% percent or the maximum permissible interest 
rate as authorized by the VA at the time of delivery of the deed and mortgage 
closing.” 

This office will continue its efforts to obtain further information regarding 
general developments on the above and a further report will be made to your 
office on January 10, 1957. 

Buffalo, N. Y.: I, in company with the loan guaranty officer, have personally 
contacted the major leading lending institutions in this area and have found a 
general tightening of funds available for VA guaranteed loans. It is believed 
that they are discouraging these loans awaiting the outcome of the next session of 
Congress concerning the VA interest rate. The lenders have also become quite 
selective on the loan applications they are accepting and on these they are re- 
questing the veteran purchaser to complete the statement in which he agrees to 
pay the maximum interest rate allowed at the time of closing. 
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This office has not noticed an appreciable decline in certificates of reasonabie 
value issued or loan applications received thus far; but we must remember the 
FHA’s increased interest rate has been in effect only a short time. The effect 
over & a eriod could not be estimated at this time. 

New York, N.Y.: Lending institutions are definitely not committing themselves 
for any more 4% percent GI loans. GI loans at 4% percent are at a standstill. 
Reports indicate that lenders are honoring previous commitments made at the 
4% percent rate. Field info reveals certain nonsupervised lenders will still 
process 4% percent mortgages on existing properties with prevailing rate clause, 
where sellers agree to pay discounts ranging from 3 to 6 percent, depending upon 
selectivity of security and amount of down payment. 

Syracuse, N. Y.: Re impact ofi ncrease in interest rate by FHA, it is too early 
to note any appreciable effect. Loan applications and reports currently being 
received are relatively high for this season. Believe this due to prior commit- 
ments. Noticeable drop in appraisal requests due: 

(1) To normal seasonal drop. 

(2) To closer screening by lenders many of who have reached or are reaching 
limit of mortgage portfolio and are limiting new loans to pay backs and increased 
deposits. New deposits are spread over more banks due to increased dividends 
paid by commercial banks. 

(3) To increased down payment requirements on GI loans by many of our 
larger GI lenders. 

Our largest commercial bank who over the years has been very active in GI 
loans has informed us it will make no more 4% percent loans. Innumerable small 
lenders have also stopped all 44% percent loans many holding to 6 percent con- 
ventionals. 

One of our largest savings and loans stated that with the increased interest 
rate by FHA to 5 percent plus one-half percent insurance fee that under their 
permissible 80 percent loan to value ratio they now can divert many FHA loans 
to 5% percent conventionals. The mortgagor pays no more yet the lender 
— full 5% percent. They have curtailed GI loans to an exceptional case 
only. 

Since VA permits commitments on basis of highest interest rate authorized 
at date of closing many lenders approve credit based on 5 percent rather than 44% 
percent interest. We are following this practice when VA form 4—1802 so dictates. 

Winston-Salem, N. C.: General developments in this area indicate an approx- 
imate 25 percent decrease in GI loans received over November, and approximate 
15 percent decrease for same period of appraisal requests. This not considered 
mainly because of FHA increase, but a general downward trend of past 6 months 
plus season decline. Approximately 50 percent increase in direct loan applica- 
tions received. A few instances of FHA increased rate loans being sold at par. 

Fargo, N. Dak.: There has been no noticeable trend in the volume of loan appli- 
cations to date. The volume of applications normally is down during the extremely 
cold winter months in this area. 

The following information has been obtained from contacts with lenders since 
the FHA raised their interest rate to 5 percent home loans: 

(a) One national bank stated that they are not making GI 4% percent loans 
except to very choice customers. This bank retains their portfolio of GI loans. 
The money market is tight and they are able to place all of their available funds 
for real estate mortgages on FHA and conventional loans at a higher rate of 
interest. 

(6) Another national bank, which sells its GI loans and retains their servicing, 
stated that they will continue to make GI loans as long as they can find a market. 
They have been selling GI loans at 2% percent discount, which they in turn charge 
the builder or seller. They stated that if discounts are greater, they may not be 
able to sell them readily. 

(c) Two building and loan associations were contacted. One of the largest 
associations in this area stated that they were not going to make 4% percent loans 
if they can get their money out at 5 percent or more. They anticipated that 
very few GI loans will be made by their association at 4% percent. The other 
associations stated that they will continue to make GI loans for awhile at the 
present 444 percent rate. 

(d) A mortgage banker, whose source of money for loans is principally from large 
insurance companies, was contacted and he indicated that fewer GI 4% percent 
loans would be made since FHA has increased its rate to 5 percent. 

Cincinnati, Ohio: This office has not as yet noticed any impact on GI loans 
resulting from increased FHA interest rate. Receipt of loan applications remains 
steady. 
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Requests for cancellations of outstanding commitments have increased. How- 
ever in most cases lender indicates veteran has withdrawn from transaction and 
furnishes letter from veteran verifying this fact. 

Majority of lenders are including a stipulation in their commitments to veterans 
as authorized by your teletype message. 

Lenders, particularly mortgage brokers, have indicated that advices from their 
principals indicated a lesser amount of money will be available for GI loans in 
1957 than in 1956, regardless of whether or not interest rate is increased. 

There has been a large reduction in volume of requests for appraisals and build- 
ers indicate a tendency to hold up submissions until after Congress convenes to 
see whether an increase in rates will be granted. Some builders, who normally 
processed cases only through VA now state they will go FHA due to reluctance of 
big lenders to take VA loans at lesser interest rate. 

Cleveland, Ohio: The effect of the 5 percent interest rate established for FHA 
loans has made GI 4% percent loans extremely difficult to obtain even with large 
discounts. 

Lenders feel that the 4% percent interest rate allowable on GT loans is unrealistic 
It is certainly not competitive and it is questionable should the rate be increased 
to 5 percent whether any large sums of money would be made available for 
GI financing. 

Builders and lenders alike feel that even the 5 percent rate for bcth GI and FHA 
loans would not be attractive in the present situation, since conventionals, in 
order to compete with other types of investment are drawing interest rates from 
5% to 6% percent in this market. 

A good portion of the lending in this region is done by mortgage companies 
whose eastern sources of supply are not at this time interested in either current 
prices or futures for either FHA or GI loans. They are interested solely in net 
vield, and on this basis GIs are selling down as low as 88 to 90 and as high as 9314. 
FHA 5 percent loans with a one-half percent servicing charge to be paid to the 
originator are being priced at 964. 

Lenders would make more GI loans should the interest rate be raised to 5 per- 
cent; however, at the present they are not interested in 44%4-percent paper which 
has resulted in our request for individual appraisals to decrease 53 percent this 
month as compared with December 1955 and 30 percent less than November 
this year. In November of this year our individual requests were 50 percent less 
than the same month in 1955. 

It is to be noted there is a continued drying-up of the GI market where the 
interest rate is only 444 percent. 

Builders, knowing the need for housing in this region, are in a measure bullish. 
They feel that with the increase in the FHA interest rate and providing the 
VA rate is increased proportionately, that despite other problems, a way will be 
found even with unusually large discounts to find construction funds, and that 
1957 will be at least as good, if not actually better, in homebuilding. 

Most sources feel that while the VA may increase their interest rates to 5 per- 
cent the equivalent to that charged on FHA loans less the insurance, of course 
while becoming more attractive to investors, still leaves both agencies behind 
the market, which is to say that the return is still less than investors are able to 
secure from many competitive investment mediums. 

The increase in the VA interest rate, if approved by the Congress, while un- 
questionably welcome and helpful, will not cure the financial dilemma in which 
mortgage financing in homebuilding finds itself today. Lenders, as a unit, 
virtually all agree that the solution is to free FHA and VA interest rates entirely 
and let them seek a normal level in the areas in which the loans are being processed. 

The number of units submitted by builders contacted in panels duting the 
month of December approximate the same number as were submitted in November 
1956 and December 1955. 

There is a shortage of GI housing in this region and will become more acute 
as time goes on since it is anticipated that approximately 100,000 additional 
employees will be brought into the region to man the manufacturing projects both 
planned and being built within the next 18 months. 

The average income per family in this region is $1,921 more than the national 
average. 

There are little or no vacancies in rental units in this region. 

Delinquent mortgage accounts represent 1.08 percent. This is less than one- 
half of the national average. 

In conclusion, we must admit the 4% percent interest rate, as compared with 
the FHA 5 percent, is unattractive and lenders will and have favored the FHA 
5-percent loan rather than the VA 4% percent. 
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It is as difficult to find a lender willing to make a commitment on a 4%-percent 
loan as it is difficult to find a needle in a haystack. 

A 5 percent interest rate for GI loans will not cure the ills since all lenders 
admit they will be compelled to ask discounts of the sellers to keep their portfolios 
in balance with other types of investments where the yield is much more attractive 
and permits said lenders to pay a higher interest rate on deposits. 

Lenders feel that the business of lending on home construction or purchase 
does not exist in a separate compartment by itself. The demand for these dollars 
must compete with the demands of all other types of borrowers. 

The demand for housing is greater than ever in this region, and it is felt that the 
Veterans’ Administration and Congress should do something about making 
possible the benefits veterans derive through their service in World War IT and the 
Korean fracas. The percentage of veterans, who have to now used their entitle- 
ments, is far too small. More would avail themselves of their rights and benefits 
if something were done toward making it possible for a loan to be made for the 
purpose of housing whether it be through a lender’s office or by the Government 
direct. 

Muskogee, Okla.: VA home financing is becoming increasingly difficult and it 
is anticipated the situation will become worse as more of the available financing 
is turned into FHA channels. 

Portland, Oreg.: Representative sampling of three principal sources of GI 
loans in Oregon reveals following situations: 

1. Two large commercial banks [138 branches] increase in FHA-interest rate 
has not affected policy on either FHA or VA loans for reason that general demand 
for other types of loans, bearing higher interest rates, had heretofore resulted in 
retrenchment from both lending fields. Only selected customers may obtain 
either VA or FHA loans, and then on 20 percent minimum down payment and 
15 year maximum term, 

2. The large savings and loan associations which heretofore have submitted 
sizable number VA home-loan applications over the years, state they cannot 
borrow from Federal home loan bank at present rates and invest in either VA or 
FHA loan at new interest rate. There is current demand for all funds obtained 
from deposits and repayments on loans bearing 5% to 6 percent interest rate, 
This obviates any investments in VA or FHA loans at par. They will purchase 
VA and FHA loans on market at discount which will permit 5% percent earning. 

3. Mortgage brokers—previous to raise in FHA interest rate most large eastern 
insurance companies committed to take-out VA and FHA loans on average as 
follows: 

Two to five perceit down, 25-year term, 3 to 4 point discount; 10 percent 
down, 20 to 25 year term, 2 to 3 point discount. 

Average present quotations on VA loans are as follows: 

Two to five percent down, 25-year term, 7 to 7% point discount; 10 percent 
down, 20- to 25-year term, 5% to 6% point discount. 

Quotations on new FHA loans regardless of down payment and term average, 
at 2 point discount. 

Real estate brokers are again resorting to land-sales contracts at inflated prices 
and excessive interest rates in order to consummate sales as a result of the 
difficulty in obtaining VA or FHA commitments. 

Philadelphia, Pa.: We find that lenders, are honoring firm commitments, and 
very few tentative commitments are being withdrawn. There are a considerable 
number of outstanding commitments on homes under construction, as a result 
the volume of loan applications remains comparable to that prior to. the 
announcement. 

Announcement of FNMA prices for purchasing mortgages in the secondary 
market, has depressed the market, and caused uncertainty among lenders about 
granting future commitments, and only at prices of at least 2 to 3 points below 
the FNMA figure.. Lenders are reluctant to make future commitments, and very 
little money is available for this purpose. 

Pittsburgh, Pa.: Beginning in late summer with an expression of desire for an 
interest increase by an occasional lender and growing into an expression of hope 
by many if not a majority of the lenders, the agitation for the interest increase 
is currently being expressed as a need by practically all participating lenders. * 

The action of FHA in making the increased interest a reality in connection 
with term and repayment, insured loans has made it very difficult for the aver- 
age veteran to finance a home purchase with the benefit of a VA guaranteed loan. 
This same action is causing some lenders to seek release from commitments to 
supply VA guaranteed loans. 
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This office has had direct contact with both supervised and nonsupervised 
lenders during the last 20 days or so to determine the attitude and learn if pos- 
sible the intentions of holders of VA loan commitments. Both classes of lenders 
have much in common. Both are busy reducing their VA loan participation. 
While no supervised lender will let it be said that it is out of the guaranteed loan 
market, it is clear that by limiting acceptable applicants to its customers, who 
are also depositors, and by raising the standards of acceptable security, limiting 
the term of repayment and increasing the down payment requirement, the super- 
vised lender accomplishes the same result as the nonsupervised lender who with- 
draws from the program. Both classes of lenders feel they need the increased 
income, and their mutual efforts are slanted in that direction. 

This office is of the opinion that the supervised lenders will honor their com- 
mitments and has this expression from all which were contacted. 

Judging from reports and inquiries received in this office from lenders and bor- 
rowers alike, it is evident that many firm commitments are undesirable under the 
present circumstances, and various avenues of escape are being examined and 
explored. However, at this time this office has no knowledge of actual failure to 
honor commitments or of detrimental practices. 

The daily average of appraisal requests received in this office between Decem- 
ber 4, 1956, and December 19, 1956, the elapsed time since the FHA increase of 
the interest rate became effective, numbered 27, which indicates a decrease of 
10 applications from the daily average of the month of November 1956, and a 
decrease of 7 from the daily average of December 1955. 

The daily average of applications for approval or guaranty of loans (1802 and 
1820) received during the period December 4, 1956, through December 19, 1956, 
numbered 40, which indicates a decrease of 7 from the daily average during the 
month of November 1956, and a decrease of 15 from the daily average during the 
month of December 1955. These decreases may be attributed directly to the 
increase in FHA interest rate. 

The Veterans’ Administration guaranteed loan program, for the purpose of 
this report and any further report, must be viewed as an investment. business 
susceptible to all the influences operating in the investment market. The situa- 
tion is worsening and some builders are canceling or reducing construction pro- 
grairs, and there is every indication of a continued shortage of funds for insured 
and guaranteed loans until the situation clears. It is the opinion at this office 
that further reduction in requests for appraisals and for approval and guaranty of 
loans must be expected. 

While the interest rate increase by FHA has reduced the attractiveness of GI 
loans from the viewpoint of the investor, we are concerned about the elimination 
of veterans’ benefits afforded by Congress and the reduced attractiveness of GI 
loans from the viewpoint of the veteran, if the interest rate on VA guaranteed 
loans is increased by Congress. Maybe a solution to the problem may be arranged 
in conjunction with FNMA, which was created by Congress for the sole purpose 
of alleviating periods of tight money. There are indications the discount rates 
and requirements of FNMA in connection with the purchase of VA guaranteed 
loans may be contributing to instead of being utilized as countermeasures to 
contest with the forces causing the tight money situation. It would seem that 
the Federal agency promoting the GI loan effort would have a greater chance 
to accomplish its purpose if it could receive all possible support of all Federal 
agencies in easing the present tight money situation and render an increase of the 
interest rate on GI loans unnecessary at this time. 

Wilkes-Barre, Pa.: Loan applications by mortgage companies have slowed 
down perceptibly. Representatives of these companies have indicated that com- 
mitments for GI loans will now be difficult to obtain beeause of increased rate by 
FHA. Mortgage companies constitute 26 percent of loan participants in our area. 

There is no evidence that commercial banks and savings and loan associations 
have changed their policy toward veterans’ loans. Some of these lenders have, 
however, indicated that because of scarcity of funds, they will give preference 
to veterans who are depositors. 

A number of builders have stated they will switch to FHA loans because of a 
more favorable discount.rate being obtainable. 

Only a few lenders have inquired as to the possibility of increase in rate of 
interest for GI loans, apparently, because they realize it will require an act of 
Congress. ; 

Providence, R. I.:, For-period .December 1, 1956, through December 31, 1956, 
this office received 141 (appraisal requests) as compared to 156 (requests) for the 
same period in 1955. Of the 141 requests received 8 were for proposed construc- 
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tion and the balance existing. During the period November 26, 1956, through 
December 25, 1956, a total of 252 loan applications were received as compared to 
308 for the same period in 1955. During December, four contemplated proposed 
subdivisions were received whereas normally they ‘would have been processed 
under FHA supervision. Volume for December period has not been affected 
by the FHA increase at this station. 

Columbia, 8. C.: Reporting on general developments following FHA interest 
increase, principal mortgage brokers in this area indicate that their outlets ap- 
parently have not reached any policy decisions regarding GI loans. Only limited 
funds were available prior to FHA announcement and no further funds are being 
made available through the end of this year. No increase seen up to this time in 
funds available for FHA loans. General opinion is that an increase in VA interest 
rate would have little effect on availability of funds before at least July 1957. 

Sioux Falls, 8S. Dak.: Prior to FHA rate increase FHA and VA loans were 
in rather slow demand at 96% and 97. After FHA rate increase FHA loans are 
reported to be moving readily at 98% and 99, while VA loans move very slowly at 
96%. <A few lenders are taking some VA loans conditioned upon also receiving 
some conventional loans at 54 and 6 percent rate. Some indication that builders, 
lenders, and brokers are encouraging conventional or FHA loans and discouraging 
VA loans. No evidence that any lender will fail to honor outstanding loan 
commitments. 

Nashville, Tenn.: We have made a survey of the principal lending institutions 
in this area in order to report the condition that appears to be shaping up because 
of the FHA increasing their interest rate to 5 percent on insured mortgages. 

We find that investors generally are maintaining a spread in prices as between 
the GI 4% percent and FHA 5 percent loans of from 3% to 4 points, comparable 
with the action taken by the Federal National Mortgage Association immediately 
after the increase in FHA rate. FHA 5 percent loans range from 98 percent 
to par. One insurance company has offered par on 5 percent FHA loans. The 
rate on GI guaranteed 44 percent loans varies from 95 to 96, depending on the 
airo -nt of the downpay ment and the term of the loan. 

The increase in rate on FHA loans has had the effect of both increasing the 
quoted price on FH A’s and reducing the price on GI loans. _In this area the change 
in interest rate or the price quoted has had little or no effect on the availability 
of money for either type of loan. 

Dallas, Tex.: Texas lenders in this area are closing loans to veterans where the 
Veterans’ Administration has cornmitments out. Loan applications have dropped 
off but in our opinion this is not due to the increase of FHA interest rate. It is 
merely a seasonal development. 

As far as we have been able to determine lenders in this area intend to go ahead 
and honor prior commitments but they are becoming more selective in approval of 
purchasers. There is very little money available. The number of requests for 
new appraisals is dropping but we still have considerable volume of work in con- 
nection with extensions of expired CRVs. 

Houston, Tex.: Since the increase in FHA interest rate and resultant uncer- 
tainty as to possible increase in interest rate on GI loans, lenders, generally, in 
our area are not interested in receiving VA loan applications at this date. There 
appears to be no reluctancy on the part of lenders to complete loan transactions 
in the process on the date of the FHA interest rate increase, or to process new 
applications on cases involving interim financing where the lender is the principal. 

This month, to date, loan applications are down approximately 10 percent, 
comparative to the month of November. It is the general opinion of lenders and 
build>rs that unless the interest rate problem is settled immediately, there will 
be practically no GI loan applications. There is no indication at this time of 
special schemes or methods of operation to circumvent the regulations concerning 
the interest rate. 

Lubbock, Tex.: Request for appraisals have dropped 31 percent this month 
below the same period of 1955. There has been no decline in the number of 
requ°sts as compared to last month. All lending institutions contacted in this 
area report a bid price of 87 to 92 percent for GI 4% percent loans. Some lenders 
ao no money available for GI loans. No wnique situations have arisen in 
this area. 

San Antonio, Tex.: We have discussed the: subject with builders and lenders in 
this area and are advised that they have not as yet felt any impact. They are 
still operating on advance commitments received sometime ago. 
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Builders and lenders anticipate the impact will come when they negotiate for 
new commitments or request extension of existing commitments after January 
1, 1957. 

; Waco, Tex.: Our volume of loan applications for the period ending December 
25, 1956, will be about the same as it was for the month ending November 25 
which was off considerably from the preceding months. In our opinion, the 
reason loan applications did not decrease more during December is that the appli- 
cations are being submitted en commitments made prior to the announced raise 
in interest rate on FHA insured loans. 

In discussing the availability of 44% percent mortgage money for GI loans, we 
are advised that practically all lenders have withdrawn from the program pending 
a positive determination by Congress as to whether the interest rate will be in- 
creased. Until a decision is made, the only source of funds for GI loans in this 
region is the secondary market of FNMA. 

I am advised by several of the large mortgage brokers operating in this region 
that FHA insured paper must be discounted three points even though the interest 
rate has been increased to 5 percent. Most informed sources do not believe that 
the present interest rate of 4% percent is realistic in today’s market but neither 
do they believe that an increase in the interest rate to 5 percent would make 
adequate funds available for VA guaranteed loans. It is also the opinion of most 
mortgage brokers that a discount, ranging from 2 percent to 4 percent, will still 
be charged on GI loans even though the interest rate is increased to 5 percent. 

Salt Lake City, Utah: Since the announcement of the increase in interest rate, 
there have been several developments, which we feel are of sufficient significance 
to report. 

(ay There is a general freeze of funds for GI loans in every category. 

(b) In numerous instances it has come to our attention that lenders are re- 
quiring additional discounts, even with respect to loans that have already received 
their tentative approval. In this connection, one of our builder’s states that 12 
percent discount has now been demanded where his discount was only 6 percent 
before the FHA announcement. 

(c) As far as requests for determination of reasonable value are concerned, the 
number this year, since the FHA announcement, varies only slightly from those 
received for the same period a year ago. 

White River Junction, Vt.: Two factors have made immediate decisions un- 
necessary. Demands for mortgage money are seasonally off and the region nor- 
mally has surplus money available during this season. 

Roanoke, Va.: Loan guaranty personnel have made a very complete survey of 
this situation throughout the State. The vast number of lenders indicate that 
they will not make GI loans with the increase in FHA interest rate. Larger 
insurance companies indicate their policy has not been announced until congres- 
sional action is taken. This station is working on prior commitments only. 

Seattle, Wash.: Submitted are reactions derived from several sources following 
the announced increase in FHA interest rate. Some of the information is factual 
and some conjectural, but the consensus is that the VA will be in a very unfavor- 
able position as the result of the change with discounts running as high as 6 per- 
cent on new construction, 

In order that you have as complete a picture as possible, enclosed is a separate 
digest of the comments as recorded by staff personnel. 


RANDOM REMARKS PICKED UP HERE AND THERE 


1. Builder: Have been dealing with same lender for several years. Took in 
plans for new house and was informed if I could get it through right away, old 
4 percent discount would apply. Otherwise, rate would go to 5% percent. 

2. Builder: Have been with same savings and loan for a long time. Was in- 
formed there were to be no more commitments to builders. Able to get all the 
walk-in volume of loans needed at 6 percent to bother with GI loans. 

3. Mortgage broker: Understood the mutual savings banks have money to 
lend but can’t get it out to conventional buyers at 6 percent rate of interest they 
want, 

4. Realtor: Sure it is possible to get money from the savings banks, but in 
order to do so, you must have been a depositor since you were 12 years old. 

5. Mortgage broker: Latest quotation 94 GI. This is an intolerable situation. 

6. Builder (FNMA): I am getting some FHA loans through at par. Under- 
stand local investors have pooled their resources and are making FHA par but 
taking no GI’s. 
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7. Builder: We can’t win, if VA increases interest rate it won’t be long until 
discounts are back. 

8. Builder: Discounts should be outlawed by law and lenders told to take it or 
leave it. Then Government should move into the mortgage business. 

9. Lender: New quotations FHA went from 96 to 98; GI 96 to 94, 

10. Builder: If the situation is not corrected and done quickly, there will be littie 
building in 1957. 

11. Builder: VA discount has jumped from 2}; to 4. Feels GI market will die 
if interest rate not raised. Worried about losing GI market. 

12. Small builder: GI discounts jumped to 5 and 6 percent. Finishing last 
GI house now. 

13. Spokane lender: Thinks FHA raise was unfortunate. Will not cure the 
situation. Discounts should be legalized. 

14. Volume builder: VA 4% and 5 pereent—FHA 2 percent. Builder hasu’t 
decided but thinks he will continue in GI market, hoping FHA sales will offset 
losses in GI sales. We have just completed appraisal of 50 units for this builder. 

15. Mortgage broker: Change has made no change in discount picture—only 
one investor lowered discounts on FHA. That was one-half percent. 

16. Realtor: Two mutual savings banks are at par on FHA, but are selective 
as to district, length of loan, etc. Older dwellings are commanding 12'4 points 
discount. 

It is the consensus here that increase in interest rates will 1.ot eliminate the dis- 
count permanently. Veterans will be able to purchase homes under GI program. 

17. Medium builder: Believe increase in VA rate would reduce discount to 1% 
or 2 and provide more funds. Doesn’t believe discounts of some sort will ever 
oe eliminated. Feels situation critical since many builders depend on 

sales. 

18. Mortgage broker: GI with same down payment as FHA. Two percent 
discounts. Lower down payments raise discounts from 3 to 5 percent. 

19. Wenatchee realtor: Doesn’t believe VA will increase rate and as a result 
there will be no money for GI loans. 

20. Largest builder in Wenatchee: I am paying 5 percent now. If I have to 
pay more, I’ll have to quit VA sales. 

21. Builder—Wenatchee: Lender advised discount would be inereased 3 points 
to take up one-half pereent interest differential. 

Huntington, W. Va.: No material change has resulted due to increase of inter- 
est rate on FHA loans to 5 percent. Guaranteed loan applications had dropped 
to low level prior to increase. Direct loan applications have materially increased 
due to reopening of eligible areas. 

Milwaukee, Wis.: As far as can be determined, lenders are processing applica- 
tions to this office on which commitments or tentative commitments were made 
prior to the FHA rate increase announcement. Local FHA office has not as yet 
experienced any noticeable upturn in applications received, although they have 
received numerous inquiries regarding their method of operation. 

Many lenders indicated verbally that they anticipate a VA increase in interest 
rate and will postpone making mortgage loans, other than those presently in 
process, until this is determined by Congress. 

Several large builders have been contacted and they advise that they are going 
ahead with their plans for 1957 based on the premise that there will be an increase 
in VA rates. They are quite outspoken that lacking an increase in the VA 
interest rate, they will be forced to revert to FHA type loans. 

Cheyenne, Wyo.: Contacts have been made with the larger lender in Wyoming 
who have, during the past 10 years, made many VA guaranteed loans and sold 
the loans to large life insurance companies. They are very concerned over the 
difference in the interest rate between VA and FHA loans and state the only 
firm bids they have been able to get are from FNMA which will require them to 
get 8 percent discount on VA guaranteed 4% percent loans, and 3 percent discount 
on 5 percent FHA loans. An insurance company stated they are asking 3% 
percent discount on VA loans and 1% percent discount on FHA loans; however, 
they retain the loans in their own portfolio. 

The lenders feel it is a little early to determine what the market will be and are 
of the opinion they will not be making VA guaranteed loans at the present 4% 
percent interest rate and are not making new commitments for them at this time. 
They will complete the loans they have committed. 
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From the information collected, it appears to us that unless the interest rate 
is increased on VA guaranteed loans before the building season starts that the 
veterans will not be able to secure VA guaranteed loans to construct or purchase 
a dwelling. The builders and sellers will not be able to absorb 8 percent discount 
required by the lenders to make a 4% percent VA loan. 

As an example, the following shows the impact the interest rate has made. 
From December 3 through December 7, 1956, the Loan Guaranty Division received 
10 requests for determination of reasonable value. From December 10 through 
December 14, 1956, they received four. These were no doubt all committed 
prior to the FHA increase. So far this week they have received none. 


Exuisit F,—Effective yield on mortgages bearing 4% percent interest purchased at 
a discount and prepaid before maturity 





Yield if prepaid in 
Price Maturity 


8 years | 10 years | 12 years 


~ 


‘ 
95 
94 
90 
97 
95 
94 
90 
97 
96 


94 
90 





PN ND ON ON OD OH OH 
SISSSSSRSssses 
SPN oN Oe ON On a 
SSENASSSRSSRVES 
GP D8 NY ON OH OO 
FSSRLRLARARSS 
GO pe On Oo ee a ae 
NEMSSSRLSERES 


Effective yield on mortgages bearing 5 percent interest purchased at a discount and 
prepaid before maturity 
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Exuinit G.—Veteran. participation in VA-guaranteed and direct loan programs 
in metropolitan and nonmetropolitan counties, cumulative as of end of December 


1956 











Loans made as percent of 
veteran population 



























































































Total Veterans 
Number | Estimated/guaranteed Guaranteed who have 
of veteran | and direct loans not used 
| counties | popula- loans Dhiewscuttnd kk solid: entitle- 
| tion ! made? | Total | Direct} ment 
loans | Farm | Joans | 
Home! and 
busi- | 
| ness 
oe —— |---| |} | —-| —___}__-— de cacialintiee 
All United States counties, | | 
Gated. 5 dbnced Bis en ah- | 3,075 |19, 454, 000 5, 145, 100 | 26.45 | 24.43 | 1.55 . 47 |14, 308, 900 
Direct loan counties: aa | 
Wholly eligible-------_- 2, 423 | 5, 158, 100 637,100 | 12.35 9.11 | 1.71 1.53 | 4, 521, 000 
Partially eligible 262 | 3, 284, 000 995, 200 | 30.30 | 28.98 1.00 . 32 | 2, 288, 800 
Nondirect loan counties - - - 390 |11, 011, 900 3, 512, 800 | 31. 90 | 30. 23} 1. 65 3.02 | 7,499, 100 
—— == S| ——_|_WOP™=|W OSS SS | eee 
Metropolitan counties, total +. 283 }12, 086, 900 “3. 912, 500 | 32.37 | 30.82] 1. 40 .06 | 8, 174, 400 
—— —- | — ——_—— —|— ] an ——_ —_—_—- 
Direct loan counties: | 
Wholly eligible__..--. 21 220, 000 37,600 | 17.09 | 15.46 | .54] 1.09] 182,400 
Partially eligible 70 | 2,048, 600 699, 200 | 34.13 33. 09 . 86 | .18 | 1, 349, 400 
Nondirect loan counties - _ - 192 | 9, B18, 300 3, 175, 700 | 32.34 30.69 | 1.64/ 3 01 6, 642, 600 
Nonmetropolitan counties, me- at. Bk. Ten 
dium size, total 5. _.__- 147 | 1, 328, 300 | 326, 600 | 24. 59 | 22. m4 | 1.03 | .62 | 1,001, 700 
Direct loan counties: | | | | | | 
Wholly eligible...._..| 49 | 356, 500 63, 200 | 17.73 | 15.47] .94] 1.32 | 293,300 
Partially eligible__.__- 53 534, 600 131, 000 | 24.50 | 23.13 | .80 57 | 403, 600 
Nondirect loan counties - - - 45 437, » 200 132, 400 | 30.28 | 28.79 | 1.39) i. 
Nonmetropolitan _ counties, | _ | Se ee = 
small, total §__ yh atone 2,645 | 6,038, 800 | 906,000 | 15.00 i. 92] 1.81 
aff earetiasearagnemayenaseneenel ansenantssoe Ss aieaencictei laggards deailtibbinabbniaasnings 
Direct loan counties: | 
Wholly eligible. ______- 2, 353 | 4, 581, 600 536, 300 | 11.71 8.31 | 1.83 1.57 | 4,045, 300 
Partially eligible __. 139 | 700,800 165,000 | 23.54 | 21.42] 1.55 | 57 | 535, 800 
Nondirect loan counties_ - - 153. |. 756.400 | 204, 700 | 27.06 | 25.10 | 1.89 | 3.07 ce _551, 700 


Small nonmetropolitan coun- 














ties which are eligible, by 
veteran population — size 
groups, total..........._... 2, 353 | 4,581,600 | 536,300 | 11.71 | 8.31 | 1.83] 1.574 4 045, 300 
oe = co a ee ee 
5,000 and over______- 52} 457, 500 63, 500 | 13.88 | 11.92] .67| 1.29 | 394, 000 
2,500—5,000 303 | 1, 320, 400 173, 600 13.15 | 10.28 | 1.23 | 1.64 | 1, 146, 800 
1,000-8,000.......23-....-..- 970 | 2,017,400 | 227,500 | 11.28 | 7.52| 2.17] 1.59 | 1,789,900 
ment 1A00.. 26. o hae o ns 1, 028 786, 300 | 71, 700 9.12; 4.88 | 2.65 1. 59 | 714, 600 










































1 Includes 14,470,000 veterans of World War IT only, 4,099,000 veterans of Korean conflict only; and 885,000 


veterans with World War II and Korean conflict service. 
2 Includes 424,421 loans to veterans with Korean conflict entitlement. 


3 Direct loan status as of Dec. 31, 1956. 


Some excluded counties formerly eligible, in whole or part. 


4 Metropolitan counties, as classified by Bureau of Census. 


5 Nonmetropolitan counties where 1950 population of largest city was between 25,000 and 50,000. 
* Nonmetropolitan counties where 1950 population of largest city was less than 25,000. 


pursuant to this act. 
unpaid. 


Exuipit H: DESCRIPTION OF VETERANS’ 








operating expenses, Veterans’ Administration.” 


Prior to December 31, 1956, the principal of the fund, except for a small cash 
balance, was invested in United States securities, and interest income therefrom 
As of December 


was also available to pay matured certificates. 


ADMINISTRATION 
ADJUSTED SERVICE CERTIFICATE 


The World War Adjusted Compensation Act of 1924 (88 U. S. C. 591-683) 
created this trust fund to receive appropriations for ultimate payment of the 
face value of adjusted service certificates issued to qualified World War I veterans 
Only a small portion of the certificates issued remain 
Administrative expenses are charged to the appropriation ‘General 








FUND 


United States securities held in the fund were paid off in full along with accrued 
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interest. None of the fund will be reinvested and all payments will henceforth 
be made from the cash principal. 

Payments of certificates amounted to $218,214 during fiscal year 1956: It is 
expected that such payments will decrease slightly to $200,000 in fiscal years 
1957 and 1958. 


GENERAL POST FUND, NATIONAL HOMES, VETERANS’ ADMINISTRATION 


This fund consists of gifts and bequests and proceeds of property left in the care 
of the facilities by former beneficiaries or the general public; unpaid pension money 
standing to the credit of beneficiaries who die without pensionable heirs and pro- 
ceeds from effects of such beneficiaries who die leaving no heirs or without having 
otherwise disposed of their estate. Such funds are available to promote the 
comfort and welfare of the veterans at the various hospitals and homes, and are 
used for purposes for which appropriated funds normally are not available, or 
where the items desired are sufficiently low on the priority list as would preclude 
their being provided from appropriated funds on a timely basis. 


NATIONAL 





SERVICE LIFE INSURANCE FUND 
This trust fund was established in 1940 as the financing mechanism for the 
World War IT servicemen’s and veterans’ insurance program authorized by the 
National Service Life Insurance Act of 1940. Over 22 million policies have been 
issued under this program of which 5.4 million, totaling $35 billion, remain in 
force. In 1951 the fund was closed to new issues and only reinstatements now add 
to the in-force totals. The fund is operated on a commercial basis to the greatest 
extent possible consistent with law. Administrative expenses are charged to the 
appropriation ‘‘General operating expenses, Veterans’ Administration.” 

The assets of the fund, consisting almost entirely of interest-bearing United 
States securities and policies loans. are expected to increase from $5,651 million 
as of June 30, 1956 to $5,860. million on June 30, 1958. Current liabilities of 
approximately 89 million ecnsisting primarily of dividend credits and deposits of 
policyholders are expected to increase to almost 129 million by the close of fiscal 
year 1958, leaving at that time a net trust investment of $5,731 consisting of re- 
tained earnings reserved for actuarially computed. policy obligations and 
contingencies. 

Income of the fund is derived from three sources—premium receipts, interest on 
investments, and transfers from the NSLI appropriation. A decrease in transfers 
from the appropriation is expected to more than offset slight increases in premium 
receipts and interest on investments. The estimated decrease in transfers from 
the appropriation is attributable to a substantial decrease in the number of death 
claims expected on policies under waiver of premium while the insured is on active 
military duty (payments of claims on policies under such waiver are reimbursed 
by the appropriation). The number of such waiver cases will be greatly reduced 
as a result of provisions of the recently enacted ‘“Servicemen’s and Veteran’s 
Survivor Benefits Act’? (Public Law 881) which (1) forbid approval of waiver 
applications after January 1, 1957, and (2) preclude beneficiaries of policies 
under waiver from receiving higher indemnity compensation rates provided by 
this act. 

Fund expenditures are expected to increase $20 million in 1958 over 1956. 
An increase of almost $40 million in planned 1958 dividend payments over 186 
million paid in 1956, offset partially by expected reductions in death claim pay- 
ments, accounts for this increase. An increase in the calendar year 1957 regular 
dividend of $25 million, 15 percent over the 1956 dividend, was publicly announced 
by the Administrator in October 1956. 


UNITED STATES GOVERNMENT LIFE INSURANCE FUND 


This trust fund was established in 1919 to receive premiums and pay claims 
on converted insurance issued under the provisions of the War Risk Insurance 
Act of September 2, 1914, as amended. A total of approximately 1,150,000 
United States Government life insurance policies have been issued of which nearly 
400,000, providing coverage of over $1.6 billion, remained in force as of June 30, 
1956. The fund was closed to new issues in April 1951 and the insurance in force 
is decreasing at an accelerating rate, now in the neighborhood of 4 percent per 
year. The fund is operated on a commercial basis to the greatest possible extent 
consistent with law. Administrative expenses are charged to the appropriation 
“General operating expenses, Veterans’ Administration.” 
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The assets of the fund which are invested in interest-bearing securities and 
olicy loans are estimated to decline from $1,344 million as of June 30, 1956, to 
1,305 million on June 30, 1958, as an increasing number of policies mature as 

endowments and through death or disability of policyholders. Retained earnings, 
as of June 30, 1956, of $1,336 million, represented by reserves for acturialy com- 
puted policy obligations ($1,206 million) and contingencies ($130 million), are 
expected to decrease to $1,296 million as of June 30, 1958. 

Income of the fund is derived from premium receipts, interest on investments, 
and transfers from the military and naval insurance appropriation, for claims 
(a) resulting from the extra hazards of the insured veterans’ service and (b) arising 
on policies held by personnel on active military duty. A decrease in total income 
in 1958 is attributable to a decreasing income from premium receipts as policies 
in force decline. 

Fund expenditures are expected to decrease $2.7 million in 1958 as compared 
with 1956. Decreasing requirements for payment of death claims and matured 
endowments, offset partially by increasing disability claims and cash surrender 
payments, account for the major portion of this decrease. Dividend payment 
estimates for fiscal years 1957 and 1958 include a $2 million increase in the 
calendar year 1957 announced by the Administrator in October 1956. This 
increase includes approximately $1 million for term policyholders (currently 
numbering about 20,000) and is the first dividend for this category of policy- 
holder in 25 years. 


VETERANS SPECIAL TERM INSURANCE FUND 


This revolving fund was established pursuant to the Servicemen’s Indemnity 
and Insurance Act of 1951 (38 U. S. C. 822) to receive premiums and pay claims 
on nonparticipating term insurance issued to veterans who served in the Armed 
Forces subsequent to April 1951, and who applied for such insurance within 120 
days after separation from service. Under provisions of the recently enacted 
Servicemen’s and Veterans’ Survivor Benefits Act, further issuance of this type 
insurance on or after January 1, 1957, is prohibited, unless properly applied for 
prior to that date. As of June 30, 1956, almost 570,000 policies were in force 


providing over $5 million protection. Administrative eypenses of the program 
are charged to the appropriation ‘General operating expenses, Veterans’ Adminis- 
tration.” 


VETERANS ADMINISTRAT 1ON 
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Request for VA appraisals received 


Total 





40, 5é 


42, 
36, 
34, 
39, 
32, 


55, 


72, 
89, 
92, 


87, 17 


89, 
82, 
83, § 
75, 


M1, 


90, 


85, 33 


sv, 


43, 457 


13,2 


4a, 


Proposed 
homes 


22, 118 
17, 768 
19, 270 
22, 552 
19, 016 
20, 124 
34, 407 
36, 501 
42, 928 
52, 245 
52, 749 | 
52, 291 
55, 350 
51, 265 
45, 572 
47, 729 
44, 251 
46, 204 
64, 192 
71, 939 | 
65, 856 | 
69, 280 
52, 424 | 
51, 412 
55, 974 
45, 063 
43, 143 
30, 397 
, 892 
29, 284 
37, 134 
37, 511 
5, 769 
, 395 
, 620 
634 
, 518 
, 007 
, 678 
, 941 
19, 029 


| 
20, 752 
| 
| 
| 
| 
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Existing 
homes 


19, 778 
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VA GUARANTEED HOME LOANS 


NUMBER OF APPLICATIONS RECEIVED FOR 


2 
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Trends in V A-guaranteed loan applications 


| Home 1 Home loan applications received 


Month and year Sais 
existing 
homes 


9, 700 
12, 181 
13, 333 | 
9, 962 | 
10, 251 | 
8, 564 | 
7, 241 | 
8, 575 
9, 079 | 
12, 292 | 
15, 592 | 
18, 078 
17, 558 | 
23, 431 | 
22,772 4 
22, 777 
22, 842 
20, 789 
20, 445 | 
20, 659 
19, 028 | 
21, 202 
23, 883 | 
22, 995 | 
21, 692 
25, 788 
21, 032 | 
23, 993 | 
20, 637 
16, 352 | 
15, 273 | 
14,116 | 
14, 287 | 
17, 525 
18, 613 
17, 590 
19, 302 
19, 716 | 
17, 739 
17, 483 
13, 941 | 
11, 949 


DEPARTMENT OF VETERANS BENEFITS, 
VETERANS’ ADMINISTRATION, 
Washington 25, D. C., December 19, 1956. 


To Manager, Veierans Benefits Office, and all VA Regional Offices, Except Brooklyn, 
Manila, and Juneau: 


Some field stations continue to make referrals to this office concerning increase 
in interest rate. The official VA position continues to be that any rate increase 
is a matter for the Congress to decide and no recommendations are being made 
by VA at this time. We also are receiving numerous recommendations for 
making new areas eligible for direct loans particularly near metropolitan centers. 
The chairman of the Veterans Affairs Committee, House of Representatives, has 
advised us that the committee will hold hearings shortly after Congress convenes 
to consider the various problems currently present in the loan guaranty and 
direct loan programs. Any inquirers should be advised in accordance with the 
foregoing without referral to this office. In view of the general rise in mortage 
rates includin ng the increase in the FHA rate, we recognize that guaranteed loans 
carrying a 4% percent interest rate are probably not generally available in any 
area. Obviously this condition cannot be corrected with the limited scope of the 
direct loan program. Therefore, we do not contemplate that there will be any 
significant widening of the elicible areas at this time. You should recommend 
adding to the areas presently eligible only those rural areas or small communities 
which would ordinarily meet the criteria for direct loans during periods when 
there is mortgage money available for guaranteed loans within other parts of your 
area. 

STONE, 
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Mr. Srone. Through lack of time, we have not had the opportunit 
to clear this statement through the Bureau of the Budget, but it will 
be submitted to them. 

The CuarrMan. Mr. Stone, I think you are to be congratulated 
on your statement. I think it is very complete. 

Mr. Ayres, do you have any questions? 

Mr. Ayres. I have a lot of questions, but I am almost afraid to 
ask them. 

Mr. Stone. Maybe I will be afraid to answer them. 

Mr. Ayres. Mr. Stone, I concur in the chairman’s statement 
that you have gone to a lot of work and done an excellent job in 
preparing your statement and your summary. But being an indi- 
vidual that is somewhat realistic, I do not think that this Congress 
will ever vote to increase the interest rate on GI loans. 

The CuHarrMAN. What is that, Bill? 

Mr. Ayres. I do not think that this Congress will ever vote to 
increase the interest rate on GI loans. 

I have not heard of any members—there has been a lot of talk in 
the cloakroom—even though the President suggested it in his message, 
that are anxious to drop a bill in the hopper to do that. 

You will recall 3 years ago we went through this same situation. 
But at that time, the Congress did not have to vote to raise the 
interest from 4 to 4%. So looking at it from the point of view that 
the Congress is not going to raise the interest, then where do we go 
from there? 

Mr. Stone. Well, I do not know that I can answer any question of 
that nature. It really is not a question. It is more of a statement as 
to what Congress will do or not do. 

I think in fairness to the program in 1953, the record is quite con- 
clusive that the raise of the interest rate at that time created a great 
benefit to veterans, because the GI loan business jumped, doubled in 
fact, and we have a chart here which shows the jump in 1954 after the 
raise. The chart shows, of course, a great spiral upward. And 
whether or not that was entirely due to the raise of the interest rate, it 
certainly had its effect, because money was not available at the 4-per- 
cent, and as soon as the 4%-percent interest rate was established, 
money was made available by lenders. 

Mr. Boykin. Will the gentleman yield? 

Do you not think, if the veterans would ask us to do this, the 
Congress would do it? Because a man is going to lend his money 
wherever he can get the most. And you can get 5 percent now any- 
where. You can get more than that. As a matter of fact, I had one 
of these shopping centers offer to pay 15 percent. But you can get 6 
percent anywhere now. 

Mr. Ayres. Will the gentleman yield? 

Have you had any veterans ask you to introduce a bill to raise the 
interest rate? 

Mr. Boykin. No. I am just trying to find some way to do some- 
thing. Because if we stop it, it is going to be terrible. I see he 
recommends it. 

People are going to put their money out where they can get the best 
from it. I just whispered to the chairman and asked if anything was 
said—I was a little late—about these bonuses they are paying? That 
is what is worrying me. We had all our people up here from Mobile, 
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down in Alabama, and they told me they were paying 10 percent 
bonus on the loans and then 4%. 

Mr. Lone. Do you think if we increase the interest rate that is 
going to stop this bonus business? 

Mr. Boykin. I do not know. This man certainly has a wonderful 
statement here. I know we certainly do not want to stop every 
veterans housing. We want to keep it going. 

Is that what you are after, Mr. Stone? 

Mr. Stone. Yes. 

Mr. Boyxry. And you did recommend 5 percent. I wish we could 
get it for 3. 

Mr. Stone. So do we. 

Mr. Boykin. But I believe there is a way to stop that bonus. 
That is terrible. I just asked the chairman about that. Because he 
said you had had it up. Everyone I have been talking about is not 
worrying about the 4% percent or maybe a little more. But we ought 
to get right down to it that money is hard to get. You try to get some 
froma bank. In Citronelle, Ala., they were telling me they were pay- 
ing 8 percent. That. is terrible, if you have ever had to pay that. 
It is hard to operate under 8 percent. 

Mr. Ayres. The gentleman seems to have done all right. 

Mr. Boykin. Well, I did the best I could with what I had. I have 
paid some awful interests, but I had to. 

Mr. Haxuery. I just wonder, Mr Chairman, if we boost this to 5 
percent, what it is going to do to the market, for instance, on Govern- 
ment bonds, first Federal saving certificates, and things of that kind, 
where we are only getting about 3 percent. It seems to me that this 
thing is going to disrupt your entire governmental financing program. 

Mr. Ayres Mr. Stone, you stated in your statement that the pro- 
gram for the Korean veterans, of course, would be for all intents and 
purposes terminated far ahead of the termination date. 

Mr. Srone. Under present conditions. 

Mr. Ayres. Surely, unless the interest rate was increased and the 
mouey market became competitive for the veterans loans. 

What would you think of increasing the limitation on direct loans 
to, say, an arbitrary figure of $12,500, and then continuing the 
VHMCP, but giving preference to the Korean veterans? Because, in 
my judgment, they are the ones that are being discriminated against 
if we do not have a GI program at the 4% percent rate? Because the 
other veterans of World War II have had them. Percentagewise, 
there is not going to be the market from here on in for the World 
War II veterans as there has been in the past. So continue your 
direct loan program, raise the limitation, but give preference to the 
Korean veteran. 

Mr. Stone. Well, we cannot advocate the increase of the direct 
loan. That, of course, is up to Congress. 

Mr. Ayres. No. I do not mean increase the interest on the direct 
loan. 

Mr. Stoner. Increasing the amount that we could make a direct 
loan above the $10,000—is that what you mean? 

Mr. Ayres. We, in the Congress, could raise that limitation. 

Mr. Srone. It would not touch the program to any extent, and 
probably in one week all of the money would be expended. And then 
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you would have the same problem over again. This is a $5 billion to 
$6 billion annual mortgage investment program. 

Mr. Ayres. But my point is this: I think the lending institutions of 
the country, through the VHMCP, which have done a good job, 
would be very happy to keep this thing under control, to keep this 
Congress from passing a huge direct loan program. In other words, 
this is a small club. If you do not make a few of these, it can get a 
jot. larger. 

Now, if we pursued a program of that type, and then, like under 
Chairman Teague’s bill and my bill, liberalize the FHA program, 
making for lower downpayments, a lower income limitation, then we 
could even go so far as to draw a distinction between the percentage 
of downpayment for the veteran and the nonveteran. I think we 
could work out a pretty good program. But I must state again that 
in my judgment, and I have been through this for almost 6 years 
now, I do not think the Congress is going to vote a direct interest 
increase for GI loans, 

The Cuatrman. Dr. Long, do you have any questions? 

Mr. Lona. No. I just have a little thought in my mind that the 
gentleman might want to comment on. 

When we were going to ask to increase the interest rate, or we were 
talking of increasing the interest rate, before, while we were in the 
middle of that hearing, the VA increased their interest rate without 
any regard to this committee at all. Of course, that is water under 
the bridge, but we are still thinking about it. 

Now we come here this morning to talk about increasing this interest 
rate, with the backlog of money on hand that you have refused to 
loan. I just do not understand how you can think you could get it 
over. 

Mr. Stone. Mr. Long, there is no money that has been refused to 
be loaned. 

Mr. Lona. You have not lent it. 

Mr. Stone. There has not been a demand for it. Now, it was 
mentioned yesterday that you have had complaint after complaint of 
veterans who have not been given direct loans. I have not had a 
single complaint, legitimate complaint, brought to my attention. 
There was only one complaint from a member of this committee. I 
have not had anything in our files from veterans organizations. There 
have been a few spasmodic things of that nature, but not a single 
complaint has reached my desk stating that a veteran has not had a 
direct loan when he was eligible for it. Not one. 

Mr. Lona. In my district I could bring you untold numbers. 

Mr. Sronr. Why haven’t you, so that we could have worked on 
them and see what was wrong? 

Mr. Lone. The real-estate men tell me they have been turned 
down for direct loans, and even those real-estate men did not under- 
stand why those loans could not be made. 

Mr. Stone. Your complaint is really as to the builders and the 
real-estate men, rather than as to the veterans. 

Mr. Lone. My complaint is that for some unknown reason—I 
would just like to know why—these veterans have not been able to get 
loans from the direct loan funds which should be available. That is 
my point. I just do not understand it. 
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One man tells me that he has got 50 buildings already built, and he 
would like to sell them under the Gl loan. He cannot sell them. He 
cannot get a direct loan or any other kind of loan. He still has the 
buildings. That is Mr. Roy O. Martin of Alexandria, La., if you 
would like to know his name. 

Mr. Srone. Well, we cannot judge anything of that nature from the 
standpoint of builder or real estate dealer. Our interest, of course, is 
to see that the veteran gets the money if he is entitled to it. We have 
done so. We have made money available in every single office. We 
have written to them to really push it. And I have gone out on a 
limb in many respects to talk to cur managers and loan guaranty 
people that I wanted every sinzle veteran who applied for a loan to get 
it. And first we would follow through with the VHMCP and if they 
were not provided the money we would make the loan. 

Mr. Lone. Maybe I do not understand. But are you saying 
to me that this is money that you have on hand that you did not 
have any demand for? 

Mr. Stone. That is right, sir; from individual applications of 
veterans. 

Mr. Lona. Well, what is the distinction as to an individual applica- 
tion? Are they not all individual applications? 

Mr. Stones. No, we do not deal with the builders at all. 

Mr. Lone. You deal with the veteran? 

Mr. Stone. We deal with the veteran that makes the application. 
We have nothing to do with a builder making an application for a loan. 

Mr. Lone. I understand. But what is wrong with a man who 
says he has 50 buildings that veterans have made applications for 
loans for, and they have not got one of them? What is wrong there? 

Mr. Stone. I have not any idea, sir. But if you would let us 
have that information, we would certainly look into it. If it is the 
fault of our office, corrective action will be taken. 

The Cuarrman. Mr. Weaver? 

Mr. Weaver. As far as your statement is concerned, Mr. Stone, 
I thiak it is a very fine statement. However, I do not agree with 
the conclusion you reached. I wanted to ask the question as to 
whether you thought an increase in the interest rate from 4% to 
5 percent is inflationary. 

Mr. Stone. I think that should be answered by your bankers and 
the Treasury Department, rather than we, who are trying to ad- 
minister a benefit that the Congress has passed to the best of our 
ability. In my uneducated opinion, I would say it meets the criteria, 
the needs of today. And if a pair of shoes is $6 today and was $5 
a year ago, you pay $6 for the shoes. That is the same thing. We 
are only attempting to save the benefit that this committee has 
presented and Congress has presented to the veterans. And if you 
do not put the veteran mortgage on a competitive basis with other 
money and other people who want to buy money, or borrow it or 
rent it or whatever you call it, they cannot get it. And so you have a 
useless benefit. Because they are certainly not going to make a 
4% percent mortgage when they can get 5 points for their money. 

Mr. Weaver. In our hearing on November 26, you were asked 
that same question, and at that time you stated you did not know. 
Are you still uncertain as to whether it would be inflationary to in- 
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crease the interest rate? Do you still feel at this time that there is 
some doubt as to whether it would or would not be inflationary? 

Mr. Srone. I really do not feel competent to answer that question, 
whether it would be inflationary or not. That is a matter for the 
higher economic advisers, and the money lenders; the Treasury De- 
partment, I think could give more of a sound answer. 

Mr. Weaver. But you do think with things continuing to go up 
that offers a strong trend toward increasing our inflation? 

Mr. Srone. Oh, naturally. 

‘Mr. Suurorp. Mr. Stone, what effect did you notice on the VA 
loans following the announcement by FHA that they would increase 
their loans to 5 percent? 

Mr. Srone. We have read into the report, here, two letters from 
our offices giving us their findings on it, and there are several letters 
in the folder from the offices that show the effect. And then our 
December reports, which were not a true picture—— 

Mr. Suurorp. So that we can get it in the record right at this point, 
can you give me those figures? Whether or not your VA loans de- 
creased appreciably at that time, or whether they did not? 

Mr. Stone. It is in the record, and it shows a decrease from Novem- 
ber of about 17 percent, I believe. On page 22, you will find a list, 
going back from January 1955. Each month it shows the appraisal 
requests, the proposed units, existing, and the units started. 

Now, in November, the proposed units were 21,941. In December 
they were 19,029. That is what was filed with the office during the 
month. 

As for the existing units, there were 15,465 in November and 11,779 
in December. 

I tried to explain here, to be sure to get the picture to you, that a 
lot of that would be a carryover from commitments made perhaps a 
year earlier. Our truer picture will be when we get the month of 
January completed. 

Mr. Suvurorp. Another question that follows that: As I understand 
from your paper, you have announced that you would take into con- 
sideration on applications and allow the interest rate prevailing at the 
time the loan was actually committed. I think that is a correct 
statement of it. 

Mr. Srone. That is right, yes. 

Mr. Suvrorp, Now, then, what effect did you find on the loan 
applications from the VA, with that announcement? 

Mr. Stone. Of course, they filled the commitments made. 

Mr. Suvurorp. But your statement was not to make it retroactive, 
was it? 

Mr. Srone. Oh, no. 

Mr. Suurorpb. But did you have an increase in applications follow- 
ing your announcement? 

Mr. Stone. It has not been time enough to give a true picture on 
that thing. but the home applications for November were 37,000 
and in December 33,000. 

Back a year ago, in December, they were 45,000. 

So there has been a drop of 22,000 there in the 1-year period. And 
there has been a constant going down. In October it ‘was 44,000 
applications. In November, it was 37,000; December, 33,000. 
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There is a seasonal drop involved, too. We will know much more 
about it in January. 

Mr. SuHurorp. Do you have any information available so that you 
can determine whether or not your announcement increased the 
anglers for loans or not? 

Mr. Stonr. We would not be able to judge that, I do not believe. 

Tom, can you answer that? 

Mr. Sweeney. If I understand what you are saying, Judge, when 
we queried the office and sent a letter to the lenders telling them that 
we were going to see that they fulfilled their commitments at 4%, 
there was not any indication out there that that announcement, per se, 
would have an avalanche of applications coming in, sir. 

Mr. Suurorp. No, when you said you would accept the interest 
rate at the time of the commitment, that would be if the Congress 
increased it to 5, extending the applications made under the 4% percent 
rule, that you would let them have it at 5 percent. Now, did you 
have any increase in your applications after that announcement? 

Mr. Sweenny. Mr. Shuford, what I think you are referring to is 
that prior to the announcement of FHA even as early as last August, 
we had many inquiries coming from the lenders asking if they could 
qualify their commitment with the statement that this commitment 
to make a 4% percent loan is conditioned. And they put a stipulation 
in their loan agreement or loan contract that “the maximum rate at 
the time of closing will be in effect.”’ 

That provision was cleared last September. 

Mr. Saurorp. When? 

Mr. Sweeney. Last September. 

Mr. Sxurorp. So it has been in your commitment since last 
September? 

Mr. Sweeney. That is right, sir. 

Mr. Saurorp. And that was even prior to the increase by FHA? 

Mr. Sweeney. That is right, sir. Now, we formalized that, 
because sometime in October, or the first part of November, there 
was great agitation, and we had a lot of inquiries coming from many 
sources, asking whether there was going to be any increase. I do 
not know what prompted it, but we did have a lot of inquiries asking 
us again whether it would be permissible 

Mr. Suurorp. Just for my information, how far back have you 
anticipated that a request would be made for the 5 percent increase. 
or the increase to 5 percent? 

Mr. Sweeney. Sir, we did not anticipate anything. 

Mr. Suurorp. Except this came from the lenders to you. They 
were anticipating or hoping for it. 

Mr. Sweeney. Hoping for it. That started, I would say, in 
September, sir. 

Mr. Suurorp. In September? 

Mr. Sweeney. Yes, sir. 

Mr. Suurorp. You do not happen to know whether there was any 
discussion with FHA at that time? 

Mr. Sweeney. That I do not know, sir. 

Mr. Suvurorp. All right. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Sisk? 

Mr. Sisx. Mr. Stone, as a practical matter, has there been any 
4% percent money available from lenders to veterans in the western 
part of the United States in the past year? 
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Mr. Stone. Yes. 

Mr. Sisk. As a practical matter, has there been any? 

Mr. Stone. Not as a practical matter. Because there has been 
quite a discount there. 

Mr. Sisk. Four points represent approximately a half percent 
interest increase? 

Mr. Stone. I think 3 points, 9 years, to make one-half point interest, 
or something like that. 

Mr. Stsx. And so, as a practical matter, there has been no 4 percent 
money available in the western United States for the last 18 months 
or 2 years. 

Mr. Stone. You could say so, and that is probably true of the 
whole country with perhaps New England excepted. 

Mr. CuairmMan. Mr. Smith? 

Mr. Samira. Since in Los Angeles and Orange County they increased 
their interest rate returns to 4 percent, have you noticed any dropping 
off as to the savings and loan institutions since that time? 

Mr. SweENEy. Congressman, I do not know whether I can pinpoint 
the participation of the local savings and loans out there, but we do 
know that they originate loans. There are some originations. And 
how they manipulate it I would not know. 

Mr. Situ. Have either the Savings and Loan League or any of the 
larger savings and loans out there told you they would not make addi- 
tional money available if it stayed at 4% or they would if it was raised 

5? 

Mr. Srone. They do not state that to us. They just do not make 
the loans. 

Mr. SmitH. Have you had any discussions with anyone out there 
that would give you a general idea? 

Mr. Swepney. We have general discussions from all types of 
lenders. But there are no assurances in amount. I mean, there is 
discussion of the broad aspect, that if the rate in here was free, or 
flexible, or if it would be increased, there would be some money. 
But how much, I do not know. 

Mr. Smrru. Do you think there would be some money available? 

Mr. Sweeney. | think so. 

Mr. Stone. It at least puts it on the same competitive basis with 
other money, FHA and everybody else. There are a lot of conven- 
tional loans being made every day in Los Angeles, too. 

Mr. SmirH. Not at 4% percent. You cannot touch it. 

Mr. Stong. No. So why would they loan it at 4%, when they can 
get 5 and 54? Neither would any of us. 

The CuarrmMan. Thank you. 

I understand that Mr. Daley has a report on the bills. 

I think we will let you put your statement in the record, Mr. Daley, 
without objection, and we will not until later in the hearings discuss 
the individual bills. 

Mr. Stone. Could I just take one minute to answer one question 
I think Mr. Sisk asked? 

We closed in California, in Los Angeles, last year, 94,000 home loans. 
That is in the entire State of California; 94,000 loans. 

The CHAIRMAN. oe Daley. 

Mr. Da.ey. (T. F. Daley, Associate General Counsel for Legis- 
lative Services, Posse Administration) : Mr. Chairman, I have a 
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statement here which seeks to abbreviate or brief the several reports 
which we have filed at your request, and would ask that this be intro- 
duced into the record, as you indicate, together with the full reports 
that we have heretofore supplied to the committee. 

The CHarkMan. Without objection, it will be placed in the record. 

Thank you, sir. 

(The documents referred to follow :) 


StaTEMENT oF Mr. T. F. Datey, Associate GENERAL COUNSEL FOR LEGISLATIVE 
SERVICES, VETERANS’ ADMINISTRATION, BEFORE THE COMMITTEE ON VeET- 
ERANS’ Arrarrs, House OF REPRESENTATIVES, WITH Respect To H. R. 21, 
H. R. 59, anp H. R. 60, 85rH ConarEss, ON JANUARY 25, 1957 


Mr. Chairman and members of the committee: The Veterans’ Administration 
is pleased to testify with respect to certain measures currently being considered 
by your committee which relate to the financing of Veterans’ Administration 
guaranteed and direct loans. These measures are H. R. 21, introduced by Repre- 
sentative Patman, and H. R. 59 and 60, introduced by Representative Teague, 
The Administrator has submitted to your committee formal reports detailing 
their effects and certain factors which he believes to be pertinent to your considera- 
tion of the measures. I will not read these reports into the record but will sum- 
marize the facts and conclusions therein presented. 

The purpose of H. R. 21 is to authorize the use of up to 25 percent of the 
national service life insurance fund in Veterans’ Administration guaranteed home 
loans, and it is specified in the bill that any loans which the Secretary of the 
Treasury determines to be in insoluble default shall be purchased by the Ad- 
ministrator of Veterans’ Affairs. This measure would also reenact legislation 
similar to that contained in section 504 of the Housing Act of 1950, which author- 
ized and directed the Veterans’ Administration and the Federal Housing Ad- 
ministration to control the fees and charges exacted by lenders in connection with 
the financing of such Government-assisted housing. Section 504 of the Housing 
Act of 1950, as amended, was repealed by the Housing Act of 1954 on August 2, 
1954. Finally, under section 3 of this measure, the Federal National Mortgage 
Association would be authorized to purchase Veterans’ Administration guaranteed 
home loans in the amount of $1 billion under its special assistance functions. and 
a second $1 billion would be available for this purpose subject to specific Presi- 
dential authorization. 

Under the various provisions of the bill, there would be approximately $1.4 
billion available for investment in guaranteed loans from the national service 
life insurance fund, and an additional $1 billion would be forthcoming through 
the special assistance functions of the Federal National Mortgage Association. 
The Administrator in his report pointed out that, to the extent that the use of this 
amount for the purchase of GI loans would be successful in stabilizing the prices 
at which GI loans are generally salable to investors, the result would be to make 
GI mortgage financing easier for veterans to obtain but that, on the other hand, 
there is a basic question of policy as to the extent Government price supports for 
GI leans, or similar expedients to restrict the free play of economic forces in the 
private secondary market, are desirable. 

It would further seem that the use of the national service life insurance trust 
fund for investment in GI guaranteed loans would not be a desirable precedent 
from the standpoint of the fund, and the method proposed for the acquisition of 
mortgage financing has definite disadvantages. In addition, the experience of the 
Veterans’ Administration under section 504 of the Housing Act of 1950 in its 
attempt to control the fees and charges imposed by lenders in connection with 
the financing of GI guaranteed loans gives rise to serious doubt as to the desirability 
or effectiveness of a similar statutory provision which might be enacted at this 
time. 

H, R. 59 would amend the direct loan provisions of sections 512 and 513 of 
the Servicemen’s Readjustment Act as follows: 

1. Would extend the authorized period for making direct loans from June 30, 
1958, to July 25, 1958, the terminal date for receiving applications for guarantee 
of loans, in World War II cases. 

2. Would extend the period during which the Administrator may request funds 
for direct loans from the Se retary of the Treasury from June 30, 1957, to July 
25, 1958, and extend the time for returning unexpended advances and principal 
repayments to the Treasury to June 30, 1959. 
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3. Would authorize, in addition to the basic Treasury advancements of $150 
million per year (not exceeding $50 million in any quarter) additional advance- 
ments, at the request of the Administrator, of $50 million until July 25, 1958, in 
lieu of funds not used in fiscal year 1956, together with a further amount between 
June 30, 1958, and July 25, 1958, equal to the difference between $150 million 
and the amount made available for direct loans in the preceding fiscal year from 
Treasury advances and the sale of loans. 

4, Would restrict referral of requests for direct loans received after January 1, 
1957, to other Government agencies or private lenders. 

5. Would prohibit rejection of an application for direct loan solely because a 
guaranteed loan is available, unless it appears that such loan was offered at par 
or that any discount would be voluntarily paid by the seller, builder, or party 
other than the veteran. 

It was pointed out in the report that direct loan funds presently authorized 
appear sufficient to accommodate all direct loan applitations that may be received 
during the present fiscal year under the laws and policies now in effect, and a 
su’stantial sum may alse he available for use during fiseal year 1958. The 
Chief Benefits Director in his statement discussed in some detail the operations of 
the direct loan program and its relationship to the voluntary home mortgage 
credit program. Hence, I will not develop these questions at this point. 

If the voluntary home mortgage credit program is to be restricted from handling 
Veterans’ Administration direct loan applications as proposed by this measure, it 
is apparent that most cases of the type previously financed with VA-guaranteed 
loans arranged through the voluntary home mortgage credit program would pre- 
sumably thereafter be financed through the media of direct loans. One effect 
of the proposed bill would be to extend mortgage financing into direct loan areas 
on terms more favorable than those which would be available in areas not elicible 
for direct loans. This would inevitably result in strong pressures to extend direct 
lending into communities not presently eligible for direct loans and thereby create 
greater demands for direct loan funds. In view of this fact, it is considered essen- 
tial that a clearer definition of the areas to be covered by the direct lending 
authority be made if the bill should be favorably considered. 

The purpose of H. R. 60 is to provide additional funds for Veterans’ Administra- 
tion direct loans through the use of not more than 20 percent of the national service 
life insurance fund. 

Under the bill the Secretary of the Treasury would be authorized to advance to 
the Administrator not more than 20 percent of the national service life insurance 
fund to be used for the purpose of making direct loans. Such loans would be a 
part of the fund. The Administrator would be required to determine at the end 
of each fiscal year the net amount derived on home loans made from the national 
service life insurance fund (i. e., the total amount received on such loans minus 
repayment of principal and minus a reasonable reserve for the payment of losses 
on such loans during the year). He would then be required to determine the 
average amount of advances outstanding for home loans made from the fund 
during the fiseal year involved and multiply such amount by the average return 
on the other invested portion of the fund for that fiscal year. If the net amount 
received from loan investments exceeds the amount computed by multiplying 
the average amount of advances by the return on the other invested portion of 
the fund, such excess would be used to pay the administrative expenses authorized 
under section 606 of the National Service Life Insurance Act for the next fiscal 
year and any remainder would be covered into miscellaneous receipts in the 
Treasury. If, however, the net amount received from loan investments proved 
to be less than that which would have resulted from the average yield of the other 
portion of the fund, the Government would pay into the fund such amounts as 
would be necessary to eliminate the deficit. The net effect of these provisions, 
therefore, would be to guarantee the fund the same average yield on the portion 
invested in home loans as was obtained from the other investments and to make 
any income above that amount available for general governmental purposes. 
There is a question whether under all circumstances the language of the bill would 
be sufficient to provide a similar guaranty of the principal amounts advanced. 

Under the provisions of the bill, there would be approximately $1.12 billion 
available for investment in GI loans. As previously pointed out in connection 
with H. R. 59, there appear to be ample funds for direct loan operations during the 
remainder of the current fiscal year and also in the succeeding fiscal year under the 
laws and regulations now in effect. 


88114—57—-—_8 





110 VETERANS’ LOANS 


Direct loan operations have generally been confined by administrative action 
to rural and semirural areas. Cognizance of this fact has been taken by your 
committee in various reports on direct loan program extension bills in which it 
was stated: 

“The administrative application of the program, which it is assumed will be 
continued, generally is limited to designated nonmetropolitan areas of the country, 
and thus the loans are generally confined to the smaller towns and rural and semi- 
rural communities.” 

In addition, a report of the Senate Banking and Currency Committee in the 82d 
Congress contained the following statement: 

“Your committee wishes to emphasize that the additional direct loans which 
would be made possible by this bill, as are those heretofore made, will be confined 
generally to the nonmetropolitan areas of the country so that nearly all direct 
loans will be made in the smaller towns and rural areas of the country.” 

The authorization of more than $1 billion additional for direct loans for this 
purpose would undoubtedly result in pressures to extend the scope of the eligible 
direct loan areas to include urban and metropolitan areas not now eligible. Under 
these circumstances, as was suggested in connection with the restriction proposed 
upon the operations of VH MCP by H. R. 59, it would seem essential that a clearer 
definition be made as to the areas intended to be covered by the direct loan pro- 
gram. 

Apart from the question of whether increased funds should be made available 
for the direct loan program, the utilization of a portion of the national service life 
insurance funds for that purpose raises important questions of policy and presents 
administrative difficulties. 

For the foregoing reasons the Administrator was unable to recommend favorable 
consideration of these measures by your committee. 


The CuHarrMan. We will hear now from Mr. Albert Cole, the mee 
ing and Home Finance Administrator. 

Albert, would you care to introduce your people who are with you 
to the committee? 


STATEMENT OF ALBERT M. COLE, HOUSING AND HOME FINANCE 
ADMINISTRATOR, ACCOMPANIED BY STANLEY BACHMAN, 
PRESIDENT, FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
AND FRED MORRISON, SECRETARY, VHMCP 


Mr. Cote. Yes, Mr. Chairman. On my right is Mr. Stanley Bach- 
man, president of the Federal National Mortgage Association. Mr. 
Fred Morrison, secretary of the VHMCP, is also here, on my left. 
We have other staff members here to help me answer questions. 
Mr. Dave Lowery on my left, Mr. M. Carter MacFarland, Assistant 
Administrator, Mr. Thornton, Mr. Johnston, and Mr. Foard. 

The CHarrMaNn. For the sake of information, for the other members 
of the committee and our audience, I would like to read the five ques- 
tions that we asked you to discuss for us. 

(The letter is as follows:) 


Oun E. Teacue, CuHarRMAN, House or REPRESENTATIVES, 
COMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C., January 7, 1957. 
Mr. ALBERT M. CoL.e, 
Administrator, Housing and Home Finance Agency, 
Washington, D. C. 

Dear Mr. Coie: On November 28, 1956, I wrote to you advising of plans to 
conduct a series of hearings concerning housing generally, with particular reference 
to mortgage financing and its effect on the home loan thier administered by 
the Veterans’ Administration early in the first session of the 85th Congress. 

Pursuant to discussions between Mr. Oliver E. Meadows, staff director, Com- 
mittee on Veterans’ Affairs, and Mr. Painter of your staff, I am outlining several 
subjects which I hope that you can cover in your statement. I would like to 
suggest that, if possible, you present a prepared statement covering the points 
enumerated below and any other comments which you care to make. 
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(1) The status of single unit residence housing supply with reference to geo- 
graphical localities and houses of varying price ranges which might be in over 
supply or short supply. 

(2) A projection of the Nation’s housing needs for the next several years and an 
estimate of our capabilities of meeting such needs, with particular reference to 
the part played by housing programs other than the veterans’ housing program. 

(3) The current situation with regard to availability of mortgage financing for 
FHA insured loans, with particular reference to the sequence of events and trends 
in the money market following action to increase the FHA interest rate. 

(4) The status of the voluntary home mortgage credit program, particularly 
with reference to the unexpended supply of direct loan funds on hand in the 
Veterans’ Administration and the shortage of mortgage financing generally avail- 
able for all types of home loans. 

(5) The operation of the Federal National Mortgage Association as it partic- 
ularly relates to the veterans’ housing program, 

I will let you know just as son as we have a specific date for these hearings. 
It would be helpful if about fifty copies of your statement could be made available 
on the date of the hearings. 

Sincerely yours, 
Ourw E. Twacuer, Chairman. 


The CuarrMan. The first one was: The status of single unit 
residence housing. 

No. 2, a projection of the Nation’s housing needs for the next 
several years and an estimate of our capabilities as to meeting such 
needs, with particular reference to the part played by housing pro- 
grams other than the veterans’ housing program. 

No. 3, the current situation with regard to the availability of mort- 
gage financing for FHA insurance loans, with particular reference to 
the sequence of events and trends in the money market following 
efforts to increase the FHA interest rate. 

Four, the status of the voluntary home mortgage credit program, 
particularly with reference to the unexpended supply of direct loan 
funds on hand in the Veterans’ Administration and the shortage of 
mortgage financing generally available for all types of home loans. 

Five, the operation of the Federal National Mortgage Association 
as it particularly relates to the veteran housing program. 

With that, Albert, we will let you proceed with your statement. 

Mr. Cots. Thank you very much, Mr. Chairman and members of 
the committee, 

I appreciate the opportunity to appear before you to furnish such 
information as I can concerning mortgage financing developments of 
mterest to your committee. With me are others from the Housing and 
Home Finance Agency, who will be glad to assist in answering any 
questions you may have. 

Your chairman has asked that we discuss the general conditions of 
the housing market, future housing needs, the availability of mortgage 
financing, the status of the voluntary home mortgage credit program, 
and the operations of FNMA with respect to the veterans’ housing 
program. 

The general condition of the housing market: During 1956, there 
were 1,097,000 new private nonfarm dwelling units started. At the 
beginning of the year, however, the seasonally adjusted annual rate of 
units started was 1,195,000 and by the end of the year it was down to 
1,630,000. This decline reflects the increasing shortage of home 
financing funds. As the year progressed, mortgage funds became 
madequate in a growing number of areas. As a consequence, lenders 
required higher downpayments and shorter maturities on insured and 
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guaranteed loans, and reviewed more critically the credit of the bor- 
rowers and the property standards of the homes. 

This growing shortage of mortgage funds was felt primarily in the 
FHA aad VA home loan programs. While 51 percent of the total 
private nonfarm housing starts had been made under the Government- 
aided home-financing programs at the end of 1955, only 38 percent of 
a reduced volume of private starts were under these programs at. the 
end of 1956. 

This decline in starts does not appear to reflect any weakening in 
the basic demand for homes. The national average vacancy ratio 
among dwelling units for rent or sale amounted to 2. 8 percent at the 
end of the third quarter of 1956. This is a relatively low overall 
vacancy ratio. 

The stable market situation suggested by the low vacancy ratio 
was supported by a nationwide survey of FHA field office opinions on 
housing market conditions conducted by FHA during the latter part of 
1956. This survey suggested a balance supply situation for single 
family units in most of the communities, except in the field of minority 
housing where shortgages were common, Some element of surplus 
conditions was suggested for perhaps 10 percent of the areas and 
shortages in about an equal number. 

The areas with surpluses of single family homes are located mainly 
in communities in the South, and to a lesser extent in the West. The 
housing surpluses were most commonly moderate in degree. 

With respect to price groups, the surpluses in the South were 
reported in both the moderate and high price ranges for new homes, 
and in the moderate and low price ranges for existing homes. In the 
West they tended to be in the moderate price class for both new and 
existing homes, while the surpluses in the few areas that have them 
in the Northern States were mainly in moderate and high priced new 
homes. 

Most of the areas of shortage were in the northeastern part of the 
country. These were mostly in larger centers of population. Other 
areas with shortages were found mainly in the West, where they tended 
to be smaller rather than larger communities. 

Now, as to the housing needs in the next few years: Estimating 
annual ‘housing needs is by no means an exact science. Broad as- 
sumptions must be made with respect to general economic conditions 
and other influences on factors which enter into housing requirements. 
A most important consideration is the general level of incomes and 
the extent to which people choose to spend their income on housing 
rather than other consumer goods. 

One of the variable elements entering into projections of housing 
requirements and demand is the annual increase in households. 
Based on Bureau of the Census projections of the total number of 
households, it is estimated that the annual increase in nonfarm 
households will be from 650,000 to 750,000 over the next several years. 
And, of course, as you know, this rate is expected to increase in a few 
years. 

Another important factor stems from the need to replace houses 
demolished to make way for new buildings and roads or destroved 
by fire, flood, and other disasters. Another factor is the high degree 
of mobility and migration of the American people. The census data 
indicate that from 10 to 11 million families change their residences 
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each year. About one-third of these families cross county or State 
lines. The net effect of all this moving is to create a demand for 
additional units in expanding suburbs and cities. Also, new con- 
struction must eventually replace many of the substandard. units 
throughout the Nation. 

With the exception of losses through destruction, the rate at. which 
any of these factors, including household formation, will be translated 
into market demand will depend largely on the level of family income 
and their expectations and on credit conditions, As I have said 
many times before, I am confident that the present level of staris or 
more can be maintained during the years immediately ahead. 

I think it is clear, however, that this level of housing production 
can only be sustained in the foreseeable future if the liberal terms 
provided under our Government programs are made available for a 
significant part of the housing market. During recent years our 
highest levels of housing production have always been associated 
with a high proportion of FHA and VA activity. In the high-pro- 
duction years of 1950, 1954, and 1955, for example, the combined 
FHA and VA assisted starts amounted to about half of the total. 
On the other hand, in 1956 when total.private starts dropped to 
1,097,000, the FHA—VA proportion was oniy 42 percent. 

The availability of mortgage financing: From peak levels in the 
first half of 1955, FHA home mortgage applications declined consist- 
ently from seasonally adjusted daily rates of about 1,500 new construc- 
tion units and 1,400 existing construction units to low points of only 
500 new construction units and 600 existing construction units in 
December 1956. During this entire period the money market tended 
to tighten, raising the yield on long-term Government bonds from 
about 2% percent to about 3% percent, 

Because this firming of the money market was considered to be 
the primary reason that secondary market discounts had become 
common for FHA-insured 4% percent morigages and that the volume 
of FHA applications had declined sharply, action was taken on 
December 4, 1956, to increase the maximum permissible interest 
rate on FHA-insured home mortgages from 4% to 5 percent. 

It was our primary intention that this action be taken in order that 
the building and home financing industry would be enabled to plan 
effectively the home building program for 1957 with adequate knowl- 
edge as to the permissible interest rate on FHA-insured mortgages. 
It was, of course, realized that the full consequences of the change in 
the maximum interest rate would not be observable for some months 
after the change in FHA regulations. 

Nevertheless, it is already clear that the market has begun to recog- 
nize the effectiveness of a change in maximum interest rates on FHA- 
insured mortgages. Although we are confident that effective stabil- 
ization of the secondary market prices for 5 percent mortgages with 
FHA insurance will not be attained until somewhat later, informal 
reports from FHA insuring offices indicate that the secondary market 
prices being offered on 5 percent mortgages are more favorable than 
previous offers for 4% percent mortgages, and that a spread of 2 to 4 
points in prices offered is typical for 5 percent mortgages above the 
price for 4% percent mortgages. It is not possible for us to suggest 
average price quotations for 5 percent mortgages on the basis of the 
informal reports thus far received. It appears that par or close to par 
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may be common for these mortgages in some part of the country 
within the very near future, while discounts of as high as 2 to 3 points 
may be common in other parts of the country: 

Since our December 4 action increasing the maximum permissible 
interest rate, the money market continued to tighten for about 
30 days and has eased somewhat in the past 2 weeks, as reflected in 
the daily price quotations for long-term Government bonds. We 
cannot predict with confidence the future trend of interest rates in the 
money market, but any continuation of the recent downward move- 
ment in yields would substantially increase the availability of funds 
for FHA-insured mortgages. 

The volume of home mortgage applications received in FHA 
insuring offices has shown a more than seasonal increase for existing 
home applications during the early weeks of the year, with a somewhat 
less substantial improvement for new home applications. The effects 
of winter weather as well as money market conditions and the rela- 
tively short period of time since the change in FHA interest rates 
are all reflected in this trend of FHA applications. 

Status of the voluntary home mortgage credit program: Despite 
the tightening mortgage market of the past 2 years, we have made 
progress through the voluntary home mortgage credit program in 
improving the supplv of funds for insured and guaranteed loans in the 
small and remote communities which hitherto had been served primar- 
ilv by the VA direct loan program. 

Individuals seeking mortgage financing either apply directly to a 
regional office of the VHMCP or are referred to that office by the 
Veterans’ Administration. The VHMCP attempts to place each case 
with a private lending institution which has agreed to consider loans 
in the particular area. Where a request for a VA-guaranteed loan 
cannot be satisfied through private lending sources the application is 
sent to the VA for processing by them as a direct loan. Where the 
individual initially seeks a direct loan and is referred to VHMCP, the 
program has a limit of 20 working days to obtain a loan commitment 
from a private lender. Otherwise, direct loan processing is resumed 
by the Veterans’ Administration. 

The VHMCP generally has been operative in VA direct loan areas 
having a 1950 population of 25,000 or less. Before the active opera- 
tion of VHMCP the amount of funds available to VA for direct loans 
proved to be insufficient to accommodate all of the veterans in areas 
eligible for direct loans who sought such loans. Therefore, the VA 
did not accept applications from veterans in those areas where their 
entire allotment of direct loan funds had been obligated. At the end 
of December 1954, a total of 21,877 veterans were on record as waiting 
to file applications for direct loans. Since the VHMCP has been in 
operation, all of the qualified veteran applicants in VA direct loan 
areas have received either VA-guaranteed loans through VHMCP or 
VA-direct loans, except for applications in process. Applications in 
process by VHMCP at the end of December 1956, numbered only 
2,218, and many of them were from applicants who had applied 
directly to VHMCP rather than to the VA for direct loans. Thus, 
through the existence of VHMCP a considerable waiting period has 
been eliminated for veterans in direct loan areas who wish to obtain 
a home purchase loan. 





















VETERANS’ LOANS 115 


More ‘of the qualified veterans in direct loan areas obtained VA- 
guaranteed loans in 1956 through the VHMCP than obtained direct 
loans from the VA. One consequence has been that on January 1, 
1957, the VA had on hand about $118 million in unreserved direct 
loan funds, including $112 million carried over from fiscal year 1956. 
The accumulation of unused direct loan funds does not represent the 
denial of loans to veterans in direct loan areas since qualified veterans 
in those areas have been receiving home loans either through VHMCP 
or directly from the VA. 

I also wish to point out that the VHMCP has been providing 
assistance primarily for moderate income families purchasing low- 
cost homes which are difficult to finance, particularly in smaller 
communities. About 86 percent of the 25,515 loans placed under 
the program through December were VA-guaranteed loans and about 
18 percent of the total were for homes for occupancy by minority 
group families. In addition, during a period when discounts on guar- 
anteed and insured loans rose to an average of 3 and 4 percent through- 
out the country, 88 percent of the loans obtained under this program 
had discounts of 2 percent or less, including 19 percent of the total 
number made at par. 

Since the VHMC program has provided insured and guaranteed 
loans for many veterans and other home buyers, the President has 
recommended a 3-year extension of the program. In order for the 
program to function effectively, legislation is needed which would 
permit a 5-percent interest rate on VA-guaranteed loans. This would 
be important not only to the VHMCP but for our entire mortgage 
financing machinery. It is believed that a 5-percent rate on guar- 
anteed mortgage loans will restore such loans to a sufficiently favor- 
able investment position that the market for new homes would receive 
strong support. 

An increase in the interest rate on VA-guaranteed loans to 5 percent 
should be accompanied by an increase in the interest rate on VA 
direct loans to 5 percent, if the VHMCP is to continue to function 
effectively. If the direct-loan interest rate were lower than the 
guaranteed-loan rate, veterans in all areas would, understandably, 
desire direct loans, a desire whose fulfillment would require billions 
of dollars per year in Government outlays. V ‘Aniioremiet loans 
made in 1956 amounted to about $5% billion of privately invested 
funds. 

On the other hand, if the interest rate on VA-guaranteed and 
direct loans are both set at 5 percent, and the voluntary home mortgage 
credit program is extended, the amount of funds required for direct 
loans to veterans in small and rural communities could be met with 
the presently authorized $150 million a year. The amount of direct 
loan funds utilized during the approximately 2 years of active VAMCP 
operations, we think, demonstrates this. 

Continuation of the VHMCP and the current modest VA direct 
loan program have proved adequate to meet the special financing 
problems in small communities and rural areas when there is a com- 
petitive VA mortgage interest rate. 

FNMA: Before concluding, I wish to speak briefly about one 
more program which has proved to be invaluable to the housing 
industry and to home buying veterans during a tight money period. 
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I refer, of course, to FNMA. During the 18 months through Decem- 
ber 1956, FNMA purchased almost 65,000 mortgages in an aggre- 
gate amount of about $752 million. About 74 perceat of this number 
and 69 percent of the total amount represented purchases of VA- 
guaranteed loans. Furthermore, at the close of 1956, FNMA had 
outstanding additional contracts to purchase 13,119 VA-guaranteed 
mortgages for about $153 million, standby commitments for 5,068 
VA-guaranteed mortgages in the amount of $64 million. The availa- 
bility of mortgage funds to local lenders from the stepped-up opera- 
tions of the FNMA secondary market proved to be a strategic sup- 
porting factor for the housing market. 

Mr. Chairman, this concludes my prepared statement, and [ 
would be glad to answer any questions you have on the problem, 

The CuarrMan. Mr. Weaver? 

Mr. Weaver. I do not have any questions, but I want to welcome 
my neighbor. 

The CuaiRMAN. Mr. Ayres? 

Mr. Ayres. Mr. Cole is a very dear friend of mine, and I want 
to congratulate him on the fine job he has been doing. 

I do not want to disappoint you, Albert, but you perhaps were 
here when I told Mr. Stone I do not think the Congress is going to 
raise the interest rate. 

Mr. Coxe. It is not a matter of personal disappointment to me. 

Mr. Ayres. But if we proceed on the premise that they are not 
going to increase the interest rate on the VA loans, I will ask you the 
same question, Albert: Where do we go from here? 

Mr. Coun. It is difficult for me to completely disassociate myself 
from the thinking which I had as a Member of Congress, and I recog- 
nize, Mr. Avres, what you are saying, about the difficulty in securing 
an increase in the interest rate of the VA. 

On the other hand, I think I can say this as a former Member, too: 
that when Congress decides a thing is necessary to be done it will 
do it. And I believe that the Congress does have a responsibility, 
just as the Administration and the Agency have a responsibility. And 
that responsibility is to do what is necessary to meet this problem. 

Now, we are in a tight money market situation. There is more 
than one way, Mr. Ayres, in which this can be met. Billions of dollars 
of direct Government lending might be put into the channel of mort- 
gage funds. Other suggestions might be made. 

One suggestion which you have made in your bill, and I think the 
chairman has also suggested, is the implication that the interest rate 
will not be raised and therefore that the FHA terms be liberalized 
so that the veterans would be able to still have benefits which Con- 
gress believe they should have and which the people of the country 
think veterans are entitled to. 

Mr. Ayres, I am not in a position to comment on it except to say, 
as you know, that the President, in his budget message, indicated that 
Congress should look at this very carefully. And I am concerned 
about it and do hope that Congress will look at it very carefully. 

Prior to the time when Congress acts upon this, I think that I will 
be in a position to have clearance of the executive branch position 
upon the problem and will be able to state our position more clearly 
than Iam now. Iam merely saying to you that I do think that you 
and we have a responsibility to try to develop techniques and laws 
which will carry out our responsibility. 
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Mr. Ayres. Mr. Cole, to your knowledge, has anyone in the 
executive branch asked a Member of Congress to introduce a bill 
requesting that the rate be increased? 

Mr. Cour. No, Mr. Ayres. Legislation is now in the process of 
clearance, and where we come out on it Iam not sure, but I will say 
to you that we are sympathetically concerned with this problem. 

Does that help any? 

Mr. Ayres. Yes. Could you anticipate then how long’ it will be 
before I will be asked to introduce such a bill? 

The Cuarrman. And what are you going to tell them when they 
ask you? 

Mr. Coie. I am sorry. No. I would think because of the im- 
minence of the situation it should be done quite soon. I am not 
indicating that you will be asked, sir. I am indicating that it is my 
judgment that a definitive answer should be forthcoming shortly. 

The CuarrMan. Albert, you were in Congress a long time, and you 
know the channel. It goes from the President to the Speaker to the 
chairman of a committee. When they ask me to introduce it, what 
will I do? 

Mr. Cour. I am sure, Mr. Teague, you will do what you think is 


- right about it. I am positive about that. 


Mr. Ayres. Do you anticipate introducing a bill? 

The Cuarrman. I do not. 

Albert, there have been a number of statements made in the last 
few days by lenders and builders that if we increased this interest 
rate to 5 percent, it would not necessarily provide more money, but 
would make the VA more competitive with the FHA as far as the 
available money is concerned. 

If that be true, what is the possibility of reducing FHA back to 
4% percent? 

Mr. Coxe. If I may say so, the judgment, in my opinion, is erron- 
eous. It is based upon the idea that Congress can fix a rate of interest 
lower than the market and have the market be interested in that 
lower rate of interest. 

Now, of course, the Congress can peg a lower rate of interest than 
the lenders and the savers are willing to invest in the security. You 
can peg the rate of interest lower than that, by statute, of course; 
but the question is whether or not, in competition with other securi- 
ties, as a trustee, for example, of funds which I have to invest, I would 
use those funds to invest them in securities which pay a lower rate of 
interest than other available securities. Our judgment is that they 
would not. I do not think a trustee should do it. They must, in 
good conscience, invest the funds of their trust. And by trust, I 
mean the life-insurance companies, the savings and loans, the bankers, 
or anybody else who has money to lend for others. They must try 
to invest their funds at the best rate of interest. 

Of course, their needs also, Mr. Chairman, require a diversified 
portfolio. That means that they may not always get the highest 
rate, but they try to get the highest rate of the type of security in 
which they are investing. And this is their job. 

So, Mr. Chairman, I must say that we would not think that would 
solve the problem. I think it would make it worse. 

The CuHarrman. Well, Albert, do you think increasing this to 5 per- 
cent will solve the problem? 








| 


ash 


i 






118 VETERANS’ LOANS 


Mr. Couz. It will help a great deal. That is No. 1. 

It will not solve the problem, Mr. Chairman, and I would not say so. 

Let me say this: I do not think you will ever solve this problem. 
By that I mean I do not think you will ever solve the problem of the 
needs of the buyers and the needs of the savers and lenders. On the 
other hand, there will always be a differentiation, may I say. But I 
must say to you very clearly that in my judgment, and I have given it 
a great deal of attention and study, although I am not an economist, 
as you well know—in my judgment, it is the one step which will be in 
the very definitely right direction. 

The Cuarrman. In serious answer to Bill’s question as to whether 
or not I would introduce a bill, I am not going to introduce a straight 
bill for an increase, but if we could put some other things in there, I 
will introduce it. 

Mr. Coxsz. I would be glad to talk to you. 

The Cuarrman. Allright. We are making some progress. 

Albert, have you made a prediction on the number of starts next 
year? 

Mr. Cote. I have said in my statement that we think the level of 
starts will be about the same as this year. 

The CuHarrMan. Is that based on expecting an increase in the VA 
rate? 

Mr. Coxe. If a VA rate is not increased, Mr. Chairman, I think my 
statement would not be accurate. I do not believe it would be 
accurate. 

The CuarrmMan. Do you want to comment on that further? How 
inaccurate? 

Mr. Cote. I try not, Mr. Chairman, to get into a guessing of num- 
bers. I sometimes find myself pushed into it occasionally by a little 
enthusiasm on the part of the questioner and a little enthusiasm on 
the part of the answerer. 

The CHarrMAN. I read somewhere that you were more reluctant 
to estimate starts this year than last year. 

Mr. Cote. You know, experience teaches, in a case like that. So 
I am a little more cautious this year, perhaps, than last. 

It is impossible, frankly, to guess that. I would not attempt to 
guess it. But assuming similar conditions, as the economists say, or 
assuming certain conditions as they are now, certainly it would indi- 
cate that the starts would be off. 

But the reason I cannot say how much: I do not know, first, what 
the executive branch is going to do about certain of these proposals. 
I do not know what the Congress is going to do about certain of these 
proposals. All of them will have some impact on the housing starts. 

I think I will have to stay with my same statement, that it would 
be off some but I have not any idea how much. 

The Cuarrman. The reason I asked you is because Mr. Stone and 
Mr. Sweeney testified that unless we did this, the VA program is 
through. 

Mr. Cour. I agree with that, Mr. Chairman. The VA program 
would be through. The only point is: Would there be other facilities 
provided which will take up the program which is now carried on by 
the V A? And what would shift to FHA? 

The € JHAIRMAN. One other question, Albert. Of course, we got 
the 4% percent interest rate, but we know from a practical standpoint 
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itis not 4%. If we increased this to 5 percent, would you people be in 
favor of any limit on discounts? 

Mr. Coxe. A limit on discounts? Well, it is a very lovely idea. 
But it would not work. So the answer is “‘No.”’ 

Mr. Boykin. Why would it not work? 

Mr. Cote. Well, it was tried, Congressman, some time ago, And 
the difficulty is that it is an effort to require the secondary market to 
perform in ways in which the secondary market cannot and will not 
perform. 

Let me see if I can describe it. I may want to refer to some notes, 
because we have a little legislative history, and if you are interested 
I think it is quite an important point. May I do that? 

The CHArRMAN. Yes, sir. 

Mr. Coxe. All right. Where is that page? 

This is where the staff comes in. 

Mr. Haury. I was wondering why you had all those fellows. 

Mr. Coxe. I need them, I assure you. 

I may w ant to put part of this in the record, Mr. Chairman, because 

will make history which will be very helpful. 

The CHarrMAN. Yes. You may put it in the record. 

Mr. Cote. I think I will submit it for the record and try to sum- 
marize it. 

(The document referred to follows:) 


COMMENTS FOR THE RECORD SUBMITTED BY THE HovusING aND Home FINANCE 
ADMINISTRATOR EXprREsSING His Views on Limitinc Discounts on FHA- 
InsuRED MortTGaAGEs, IN RESPONSE TO A QuESTION RarseD BY Mr. TEaaup 


The following comments are presented in further explanation of my opposition 
to the enactment of new legislation to prohibit or limit discounts on FHA-insured 
mortgage loans. This position grows out of what I understand to be the nature 
of mortgage market operations, the failure of previous legislative attempts to 
prohibit discounts and the manner in which discounts required by the market for 
new home mortgages are now handled by FHA. 

An investor ordinarily will put funds into FH A-insured or V A-guaranteed loans 
only when he thinks that their net yields compare favorably with yields he can 
expect from other available investments after taking account of his judgments as 
to relative risks of loss, costs of origination, servicing and liquidation, and the 
difficulty he would experience, at a later time, if he wants to transfer the funds 
to a different investment. It is essential that determination of maximum interest 
rates to be allowed by FHA and VA at a particular time should reflect the total 
impact of all these considerations for the market as a whole. Such maximum 
interest rates should be kept just high enough to attract investment at or near 
par for the great bulk of FHA and GI financing required at the time. 

Success in achieving this would not take care of the whole problem, however, 
because investors consider some insured or guaranteed loans more desirable than 
others. These differences are reflected in the various prices offered for mortgages 
with the same interest rate and identical Government backing. Finer adjust- 
ments of yields than are feasible through variation in the interest rate are accom- 
plished by premiums and discounts from par in market purchases. 

Individual mortgages, even when backed by the Government, are still valued 
differently in the market. Differences in their value to an investor at a particular 
time reflect his judgment on such specific factors as: his costs of doing business 
in different places; the importance of varying state foreclosure laws, redemption 
rights and taxes; the economic prospects of the community; the quality and suit- 
ability of the particular house to its location; the maturity of the mortgage; the 
borrower’s equity in the property and his credit standing and income prospect. 
Many of those factors, of course, are taken into account by FHA and VA 
appraisals, inspections, and other processing for insurance or guaranty. Prudent 
investors also must consider them. Otherwise, Government determination 
would be substituted entirely for any qualitative judgment by private investors 
in this important segment of mortgage financing. These private judgments are 
given practical expression in different market prices for different mortgages. 
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Because the major part of the pure risk element in mortgage lending is reduced 
to a fairly uniform minimum by Government insurance or guaranty, a moderate 
range of yields usually is sufficient to obtain substantial investment in such 
mortgages in all parts of the eountry. When the interest rate ceiling is in line 
with the money market generally, the bulk of mortgages sell at par or at a small 
discount or premium. Large discounts are required to induce private invest- 
ment in substantial volume when market demand is severely restricted by interest 
rate ceilings which are too low. Yields resulting from large discounts frequently 
are higher than they would be if the same mortgages had been written at generally 
acceptable interest rates and offered in a stable market which would be encouraged 
by such rates. ‘ 

Limitation or prohibition of discounts, if successful, would make private funds 
unavailable for important segments of demand for FHA and GI mortgages, 
particularly in capital shortage areas removed from major financial centers. 
Many purchasers and builders desiring Government-supported financing would 
then have to drop out of the market or make conventional loans, usually with 
larger downpayments and substantially higher interest costs, unless Government 
money is made available to be substituted for private investment. Such substi- 
tution for most loans in large parts of the country would appear unwarranted 
when the benefits of Government-supported private financing in most such cases 
would be available with payment of moderate discounts for loans made at interest 
rates which are in line with the money market in general. 

Experience from 1950 through 1954 demonstrated that the limitation or pro- 
hibition of discounts is administratively infeasible as well as economically un- 
sound. Section 504 of the Housing Act of 1950 prohibited the insurance or 
guarantee of any loan unless the mortgage lender certified that he had not “im- 
posed upon the builder, veteran, or other purchaser any charges or fees in connec- 
tion with the financing of the construction or sale of such housing in excess of the 
charges or fees permitted’’ under the regulations which FHA and VA were directed 
to issue. These regulations were to apply uniformly to all mortgagees. When 
the mortgage market began to tighten in 1951, various devices for evading the 
spirit of this law became fairly prevalent, and enforcement became a major 
concern of both FHA and VA. 

Since the law was stated in terms of prohibiting collection of discounts bv 
originating mortgagees, an obvious dodge was the takeout commitment; build- 
ers arranged to pay directly to a secondary market investor the amount of the 
discounts he required at the time on condition that such investor would purchase 
the mortgages at par when they were offered by the originating mortgagee who 
financed the builder. The builder, technically, could then borrow at par. When 
FHA and VA moved to prohibit this, other methods were quickly devised. 
Among them were the following: some builders bought bonds from lenders at 
par and sold them back at the prevailing market price which would be less than 
par; some builders organized mortgage companies from whom they borrowed at 
par, and the separate corporation took the loss when it sold the mortgage at a 
discount in the secondary market; other corporations were organized by build- 
ers as essentially holding companies which took the loss on arranging takeout 
commitments at a discount with secondary market purchasers. The repurchase 
agreement became a common device by early 1953 in connection with VA- 
guaranteed loans. The builder agreed to buy the loan back from the originating 
lender at say 96 percent or 97 percent of its original face amount if the lender 
could not dispose of the loan at par within 90 days. The builder also deposited 
3 percent or 4 percent of the mortgage amount, and this was forfeited if the 
agreement was not carried out. 

When the repurchase agreement was expressly prohibited in May 1953, VA- 
guaranteed 4 percent loans became virtually unobtainable in many areas. 
Builders protested vigorously, and after extensive hearings and debate, Section 
504 was amended. As amended, it required FHA and VA to permit payment 
of discounts by builders or interested parties in the transaction other than 
borrowers in amounts sufficient to pay the actual loss sustained by the lender 
in the bona fide sale of the mortgages. 

In reporting the 1953 amendment, the House Banking and Currency Com- 
mittee stated: 

‘“ * * * Tt was not intended by the enactment of section 504 of the Housing 
Act of 1950 that it should be so construed as to require regulations which result 
in a severe curtailment of the GI or FHA home-loan programs by disregarding 
prevailing conditions of the mortgage market at any particular time. It was not 
intended that the authority authorized by section 504 be used primarily as an 
instrument in maintaining a fixed interest rate without regard to current condi- 
tions in the mortgage market. Your committee does not now condone tke 
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assessment of excessive or unconscionable fees and charges against builders or 
purchasers of homes under these programs. 

‘In its proposed amendment to section 504 it is the purpose of your committee 
to clarify section 504 so that it will not be construed as to require regulations 
which prevent the flow of mortgage money to those areas of the country which 
must rely upon other areas for a substantial supply of mortgage capital. 

Restrictions of seetion 504 were completely removed by the Housing Act. of 
1954 because of the discrimination resulting from the previous year’s amendment 
against lenders making loans for their own portfolio rather than for sale in the 
secondary market. The conference report on the repeal provision stated: 

“* * * This is intended in no way to remove any protection afforded to 
veterans and other purchasers against excessive fees and charges in connection 
with VA and FHA home loans. The VA and FHA will continue to have ade- 
quate authority under other provisions of law to control fees and charges paid 
by purchasers in connection with the initiation of such loans and the disbursement 
of loan proceeds, and it is the intention of the committee of conference that those 
agencies will continue to exercise their authority to protect veterans and other 
purchasers against excessive fees and charges.”’ 

FHA subsequently reissued substantially the same procedures and instructions 
which had been in effect prior to enactment of section 504 of the Housing Act 
of 1950. Briefly, this is the current situation in the case of new sales type housing. 
A mortgagee may collect from a mortgagor charges or fees which are reasonable 
and customary in his area, as authorized by the FHA field office director, so long 
as they do not exceed 1 percent for existing construction or 244 percent for new 
construction where the lender makes inspections and partial disbursements 
during construction. Such authorized charges are included in FHA’s estimate 
of replacement cost, which is a ceiling for value, and thus they are largely covered 
in the mortgage. A builder, broker, seller, or anyone interested in the transaction 
other than the borrower may pay whatever additional fees or discounts that they 
may find necessary to get the loan. Such additional charges or discounts are 
excluded from replacement cost and thus are not covered by the mortgage. 
They may be recouped by the builder or seller, however, if the market permits 
the house to be sold at a price high enough to cover them. The price of the house 
above the FHA appraisal, of course, adds just that much to the purchaser’s 
downpayment. The purchaser is furnished the FHA appraised value and con- 
sequently is an informed buyer in a competitive market. 

Recent instructions, September 20, 1956, to FHA field offices also permit 
mortgagors to pay such additional charges or discounts as are found to be reason- 
able and necessary when no outside builder, broker, or seller is involved in the 
transaction. This permits a limited group of people, such as a home owner 
desiring to refinance his mortgage or the owner of a lot who wants to build his 
own house, to compete in the market for funds. The actual amount of all charges 
and discounts in such cases must be entered on the closing sheet and reported to 
FHA Washington. 

For the reasons stated above, it is our opinion that legislation to limit or pro- 
hibit discounts on FHA-insured loans should not be enacted. 


Mr. Corr. At one time, the Congress did pass a law which pro- 
hibited the passing on of discounts. And this law prohibited the 
passing on of discounts to anyone interested in investing in mortgage 
funds. 

It was found that by reason of the secondary market it would not 
work, for this reason: 

You remember that the secondary market is composed of people 
who buy mortgages for their portfolios—companies and associations 
which buy mortgages for their portfolios. But mortgage orginators 
find that there are more mortgages available than they have funds 
with which to invest in mortgages. And so, therefore, they must re- 
sell those mortgages to other investors. They resell them to life- 
insurance companies, to large savings and loan institutions, and to 
banks. This is called the secondary market facility, the secondary 
mortgage facility operation. 

In order to do-ths at, the investor, let us say, in New England, buy- 
ing a mortgage in C alifornia or in the Southwest area, finds that he 
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has some problems. Among these problems is the servicing of mort- 
gages in an area far remote, 3,000 miles away, shall we say, from his 
operations. And, therefore, it costs him more money to do the job, 
to do the business, than it. did before. 

In some instances the builder was required to buy what was called 
an advance commitment from the secondary market lender. In other 
words, he was able to circumvent by this method. 

In addition, sometimes a builder not discounting the mortgage at 
all would buy from the investor another security at a rate higher than 
the market value of the security, in order to pay the investor for the 
expenses involved. 

Now, the FHA and IJ think the VA, both tried to stop this kind of 
practice, and did in many instances. But too much evidence was 
presented to the Congress that the market was circumventing the 
direct law of the Congress to prohibit discounts. 

It became so difficult, that many people were concerned that it was 
drying up the market, and therefore the Congress did change the law 
and went back to the other method, in two steps. 

But generally speaking, this is the problem: You can say to me, 
“It shouldn’t be.” And I say to you if Congress directs it, of course 
it should not be. But, on the other hand, the market is composed of 
thousands and thousands of people involved in buying and selling 
mortgages, and to police it, in my judgment, to accomplish it, is al- 
most impossible. 

One other thing. It is our judgment, too, that if it were enforced, 
and enforced rigidly and without exception, it possibly would dry up 
the secondary market, and many people in the secondary market 
would not be able to lend money or to buy mortgages. 

Again, I am neither an economist nor a financier, but I am certainly 
sure that as long as we have a method of private lending, lending by 
people who have money which is left with them in trust for investment, 
as long as we have this kind of an operation, the best way that we can 
keep it operating is to recognize that there are certain realistic factors 
involved in it. And unless we do, we throw it out of gear and do 
disservice to the thing which we are trying to accomplish. 

May I add one thing more which the staff has reminded me of: 
that some adjustments are necessary to take care of geographic 
differences. In a speech which I made not long ago, a man asked me 
why it was that they had to pay more in California than elsewhere. 
And I said, I am sorry, this a fact of life which is true now and will 
always be true as long as California is a great expanding area and 
using all their capital funds in the great expansion of this area. In 
the Northeastern States, where it is not quite the expansion area and 
is more of a savings area, money is easier to get, the servicing is 
easier to do, and it is easier to lend money at home. So they charge 
more for money in California. That is true in the area where I live. 

Mr. Hauey. Do you not think that a man in the New England 
States who would invest money in California ought to be penalized 
for going out there in that cold and foggy country? 

Mr. Coun. Oh, no. I can not agree. 

Mr. Sisk. I have no comment, no further comment. 

The Cuarrman. We have a number of bills, as you know, that would 
provide for a billion dollars to be used in F NMA. What would be 
the impact on your program if that bill should become law? 
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Mr. Baucuman. I did not hear the question. 

The CHarrMan. There are a number of bills that have been pro- 
vided which would provide generally a billion dollars of the reserve 
funds the Administrator has. What would be the impact on your 
program if that bill were passed? 

Mr. Bauauman. Of course, our operation is set up to provide sup- 
plementary assistance in the mortgage market by providing a degree 
of liquidity, and the billion dollars would provide that degree of 
liquidity. FNMA could not buy all the mortgages that were available 
in the mortgage market, and it is not intended to do so. However, 
we would be able to provide liquidity up to that figure. And $1 
billion in connection with new housing is somewhere like about a 
twelfth to a fourteenth of the money needed for that particular 
operation. 

The Cuoarrman. Albert, how long do you think it is going to be 
before you know what this trend is going to be? 

Mr. Cour. May I parenthetically also add to what Mr. Baughman 
has said from the Administrator’s point of view? 

Again, the idea of obtaining mortgage funds from the NSLI is 
appealing, and I am sure you are well aware of the fact that I have 
seen to it, as Administrator, that we have been doing everything we 
can to develop methods, means, techniques, or whatever you want to 
call them, to get more mortgage funds into the market. I think this 
is my job, and I think it is a good thing to do. 

I am not sure, however, that this would do what the proponents 
hope it will do. And they hope so and expect it in good conscience 
and in good faith; I know that. 

There are two things about it. May I comment on the two things 
that I hope you will investigate further? One is that I hope you will 
investigate the source of the funds which would be made available 
for purchase of mortgages from the insurance fund. Remember, now, 
that whether you like it or not, the funds of NSLI are not there in 
dollar bills or in silver. They are being utilized. If this were passed, 
my opinion is that the Government would be required to go into the 
market and sell other securities, other Government bonds, to supply it. 

My point is: If we are going to do that, why do we not do it directly? 
Why bother about the NSLI? 

The CuarrmMan. Those bills come from the Banking and Currency 
Committee. 

Mr. Coxe. I know that. I also feel, and maybe I am getting be- 
yond my field, that Congress should look very carefully into the 
tapping of these sources. 

The CuarrmMan. We have asked the Treasury Department to give 
us a very careful review. 

Mr. Coir. They would know more about it than I. 

Mrs. Rogers. Would you object very much if the Veterans’ Admin- 
istration made all of the VA loans direct loans, in order that the 
veterans might really have their houses? 

Mr. Coxs. I think I ought to answer you directly. The answer is 
“Yes.”’ We would object. 

Now, the only reason I object, Mrs. Rogers, as I said a moment ago, 
is that it also is an appealing thing, because people are unable to get 
mortgages. I know that. And they are people who have jobs, who 
have good opportunities to pay for these loans and will pay for them. 
And, therefore, it is bad when that situation is apparent. 
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But the alternative which you are suggesting would do a number of 
things. And before you do as you suggest, I think you must take into 
consideration the impact upon the Government, the Government debt, 
the impact upon the taxes, how much money it will take, whether or 

not in this type of a money market it will cause the taxes which we pay 

to rise to a tremendous amount, or a small amount, or a medium- 

sized amount. These are things that I think you and I should take 

into consideration when we suggest such a thing. 

We could do it a number of ways. The Government could expand 
the supply of money, by certain tools and facilities which the Federal 
Reserve bank has available. But our judgment is that by doing that 
we would cause the prices of houses and other things people need to go 
really sky high. 

Now, the Government is trying very desperately to balance the 
budget. You may not agree that this is a good thing. But I person- 
ally think it is a necessary thing, particularly ia a high level of pro- 
ductive activity, where wages are high, where people are employed, 
where production is extremely high. It seems to me to be very im- 
portant to balaace the budget at that time, else we may never balance 
the budget. This may, of course, be a doctrinaire attitude on my part. 
If you put the 10, 15, or 20 billion dollars in, what would happen to the 
budget, and what would be the result in a period of high unbalanced 
activity? 

We think, on balance, after studying all of these things, that it 
would not be good. And this is said by a person who has the authority 
under certain circumstances to make direct Government loans, 
FNMA has the authority, if the President so provides, to make 
hundreds of millions of dollars of Government funds available for 
advance commitments to purchase mortgages when the economic 
conditions are such as to justify it. It is my judgment that the 
economic conditions now do not justify that. 

A million houses, a million and one houses, a million and two houses, 
started a year, is a good, sound, housing production. And I am talking 
about a sound economic production. 

Well, I am trying to give you our reasoning for it. 

Mrs. Rogers. I was just speaking, of course, of the direct loans to 
the veterans. 

Mr. Cots. I understand. 

Mrs. Rogers. There have been very few defaults in the direct loans 
and the guaranteed loans. 

Mr. Cote. There are very few foreclosures. 

Mrs. Rocrrs. They ought to be very proud of themselves. It is 
very nice to see my former colleague again. 

Mr. Cote. Thank you very much, Mrs. Rogers. 

Mr. Hatey. In view of your statement just a moment ago, I wish 
you were a little closer to the President of the United States and that 
he had consulted with you considerably more than he has before he 
submitted the present budget that is now confronting the Congress. 

Mr. Cote. Thank you. 

The CuarrMan. Are there any further questions? 

Thank you very much for coming up. 

And the committee will be adjourned until Tuesday morning at 
10 o’clock. 

(Whereupon, at 11:55 a. m,, the hearing was adjourned until 
10 a. m., Tuesday, January 29, 1957.) 





INTEREST RATES ON VETERANS’ ADMINISTRATION 
GUARANTEED AND DIRECT LOANS—USE OF NA- 
TIONAL SERVICE LIFE INSURANCE TRUST FOR 
LOANS—DISCOUNT PRACTICES—OPERATIONS OF 
VHMCP 


TUESDAY, JANUARY 29, 1957 


Hovusk or REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
356, Old House Office Building, Hon. Olin E. Teague (chairman) 
presiding. 

The CuairnMan. The committee will come to order. 

Without objection, I will insert in the record at this point the 
text of an amendment to H. R. 60, which has been prepared by the 
Veterans’ Administration and submitted to the counsel of this com- 
mittee. This amendment was drafted to clarify the intent of H. R. 
60 to make certain that under no circumstances could there be a 
deficiency in the fund. The Veterans’ Administration raised the 
point in its report on this bill that as introduced there might be a loss 
sustained. The amendment which the Veterans’ Administration has 
drafted makes certain that there can be no loss to the fund. 

(The document referred to is as follows:) 

H. R. 60, 85th Congress, is amended by deleting the quotation marks at the 
end of section 1 and inserting in lieu thereof the following: 

‘In addition, if at the end of any fiscal year the amount of the reserve established 
under paragraph 2 (A) (ii) of this subsection is unsufficient to reimburse the 
national service life insurance fund for any loss on loans made with amounts 
advanced under this subsection, an amount equal to the amount of the loss in 
excess of such reserve shall be paid to the fund by the United States.”’ 

The CuHarrMan. Our first witness this morning is Mr. Milford 
Vieser, the chairman of the joint subcommittee on housing and 
mortgage lending of the American Life Convention and the Life 
Insurance Association of America. 

Mr. Vieser, you have some gentlemen with you. Would you 
introduce them, please? 
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STATEMENT OF MILFORD A. VIESER, FINANCIAL VICE PRESIDENT, 
THE MUTUAL BENEFIT LIFE INSURANCE CO., NEWARK, N. J., 
ACCOMPANIED BY EHNEY A. CAMP, JR., VICE PRESIDENT AND 
TREASURER, LIBERTY NATIONAL LIFE INSURANCE CO., BIR- 
MINGHAM, ALA., AND R. MANNING BROWN, JR., VICE PRESI- 
DENT IN CHARGE OF REAL ESTATE AND MORTGAGE LOANS, 
NEW YORK LIFE INSURANCE CO., REPRESENTING THE AMERI- 
CAN LIFE CONVENTION AND THE LIFE INSURANCE ASSOCIA- 
TION OF AMERICA 















Mr. Visser. I would like to introduce to you Mr. Manning Brown, 
vice president of the New York Life Insurance Co., and Mr. Ehney 
Camp, vice president and treasurer of the Liberty National Life 
Insurance Co. And I would like, sir, to read a statement to the 
committee. 

The CuHarrMan. Fine, sir. Go right ahead. 

Mr. Virser. My name is Milford A. Vieser. I am financial vice 

resident of the Mutual Benefit Life Insurance Co., Newark, N. J. 

y associates are Ehney A. Camp, Jr., vice president and treasurer 
of the Liberty National Life Insurance Co., Birmingham, Ala., and 
R. Manning Brown, Jr., vice president in charge of real estate and 
mortgage loans of the New York Life Insurance Co. We are appearing 
here today as representatives of the American Life Convention and 
the Life Insurance Association of America, two associations of life- 
insurance companies with a combined membership of 244 companies, 
holding an estimated 98 percent of the assets of all United States 
legal reserve companies. I am chairman of the joint ALC-LIAA 
committee on housing and mortgage lending, and my associates are 
members of the committee. 




















THE RECORD OF LIFE-INSURANCE COMPANIES AS MORTGAGE LENDERS 







Throughout the years the life-insurance companies of the country 
have consistently provided an important and growing source of real- 
estate mortgage financing. At the end of 1946 the life companies 
had a little over $7 billion invested in mortgages, or about 15 percent 
of their total assets. By the end of 1956, total real-estate mortgage 
loans held by life-insurance companies had risen to over $33 billion, 
or about 34 percent of all life-insurance assets. Of this total, an 
estimated $24 billion were residential mortgages, 

The life-insurance companies have for many years been one of the 
principal suppliers of Government insured and guaranteed mortgage 
financing. At the end of 1956 their holdings of FHA-insured mort- 
gages amounted to $7 billion, or 36 percent of the total FHA mort- 
gages outstanding at that time. Since 1946 life companies have pur- 
chased $10 billion of FHA nonfarm mortgages, or an average of $912 
million per annum. Last year their purchases of FHA mortgages 
amounted to $950 million. 

Similarly, the life-insurance companies have found the VA-guar- 
anteed mortgage loan to be a satisfactory outlet for their funds. At 
the end of 1956 life-insurance company holdings of VA mortgage 
loans amounted to $7.3 billion, or nearly 26 percent of the total VA 
mortgage debt outstanding at that time. During the postwar period 
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the life-insurance companies have made $9.4 billion of VA mortgage 
loans, or an average amount of $860 million per annum. Last year, 
1956, they purchased $1.8 billion of VA mortgages, just short of the 
$1.9 billion acquired in 1955, which was the peak year. The attrac- 
tiveness of VA mortgage loans has been enhanced by the favorable 
delinquency and foreclosure experience life companies have had with 
them. According to a report received from 69 life-insurance com- 
panies for the quarter ended September 30, 1956, less than 1 percent 
of VA-guaranteed loans were delinquent and only eight one-hundred ths 
of 1 percent were in foreclosure at that time. 

The record shows, therefore, the acceptability which VA-mortgage 
loans have gained as an investment for life-insurance companies. 
Despite this fact, during the past several months life-insurance com- 

anies have reduced their new commitments to make VA-mortgage 
oans. The reason is, of course, that as interest rates have risen 
generally throughout the economy, the rate of return on VA mort- 
gages has failed to maintain its competitive position in the market. 


THE PRINCIPLES GOVERNING LIFE-INSURANCE INVESTMENTS 


A brief discussion of the principles governing life-insurance com- 

any investments will aid to explain why life-insurance companies 
ie in recent months been placing reduced emphasis upon V A-mort- 
gage loans. Life-insurance companies are trustees of the savings of 
106 million policyholders. These policyholders are in the main 
people of modest means whose savings, though small, provide an im- 
portant bulwark for the security 7 themselves and their families. 
As trustees of the savings of these many millions of policyholders, 
life-insurance companies have the obligation to invest their funds at 


‘the highest possible rate of return without incurring undue risks. 


The latter explains why companies strive for a balanced portfolio of 
many different types of investment. The higher the rate of return 
realized on life-company investments, the greater the amount of in- 
surance protection which the companies can provide to the American 
people without increasing the premium cost. In addition, competi- 
tion within the life-insurance business between individual companies 
is exceedingly keen, and one of the areas in which competition is 
greatest is with regard to mvestment return because of the important 
effect which increased investment yield has toward a greater amount 
of insurance protection for the premium payments made. Not only 
are the life-insurance companies in competition with one another with 
regard to investment return, but they are also, of course, in competi- 
tion with other types of savings institutions. 

Emphasis upon rate of return should not be interpreted to mean 
that life companies are unmindful of their public responsibility to 
direct policyholders funds to the points of greatest economic need. 
Indeed, by the very act of responding to changes in interest rates they 
are employing the best means under our economic system of de- 
termining economic needs. Their sense of social responsibility is 
illustrated by the leadership they have shown in the voluntary home 
mortgage credit program with which you are familiar. 

In view of these principles, it is not surprising that in order to 
maximize their investment return, and to achieve a balance of risk, 
life-insurance companies direct their funds into a wide variety of 
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investment outlets, such as industrial, public utility and railroad 
bonds and stocks, Federal, State, and local government obligations, 
industrial and commercial mortgages, direct investment in real 
estate, as well as residential mortgages. Thus, housing is not the only 
field in which life company investments are important to our national 
economy; their investments in the facilities of industry and business 
help to create jobs for veterans as well as everyone else and contribute 
to increased production which in turn helps to hold down the price 
level. Because of the compulsion as trustees in the interest of their 
policyholders to earn the highest possible rate of return, and in view of 
the wide variety of outlets, the investment of life-insurance company 
funds is highly sensitive to changes in market rates of interest. It is 
perfectly natural, therefore, that in a period of rising interest rates 
ife-insurance funds would automatically be channeled into outlets 
providing the higher rates of return. This is in accordance with our 
duty as trustees for policyholders. The VA mortgage has fallen 
behind in its ability to compete for capital funds because the interest 
rate on VA loans has not been allowed to respond to demand and 
supply forces in the capital market. 

And at this time, Mr. Chairman, I would like to have Ehney Camp 
continue on with the statement. 

Mr. Camp. The portion of the statement that I will present will 
deal more specifically with the relationship of the VA mortgage to the 
entire capital market. 

The CuHarrMan. Before we leave that point Mr. Vieser just spoke 
of, would you comment on discounts in connection with interest rate? 

Mr. Vieser. Mr. Chairman, I believe in the next part of our testi- 
mony, @ lot of this will be brought out, and I think it would save time 
if this were read. 

The CuHarrman. Go right ahead. 

Mr. Camp. During most of the past decade, and particularly in the 
last 2 years, the demand for capital funds for all uses has been so 
great that it has outstripped the aggregate private savings of the 
people and therefore the supply of loanable funds provided by in- 
vestors other than commercial banks. Attached to this statement is 
a table showing sources and uses of funds in the capital market from 
1946 through 1956 bearing out this statement. 

Now, attached to this statement you will find a table that shows 
the sources and uses of the fund during the period 1946 to 1956, and I 
think that table will bear out the statement I have just made. That 
statement will show where the money has come from and where it has 
been invested during the past 10 years. 

As will be apparent from the table, the total demand for capital 
funds to finance residential housing, industrial plant and equipment 
expansion, commercial development, consumer credit, Federal, State, 
and local expenditures, and for other uses has been so enormous that 
much of the time commercial bank credit has had to be expanded to 
supplement the supply of funds from savings sources. In the face of 
this demand-supply relationship in the capital market as a whole, it 
has been a perfectly natural development for interest rates to rise. 
The basic cause for rising interest rates has, therefore, been a roaring 
demand for funds in excess of the supply from nonbank sources. 
The Federal Reserve could have permitted this excess of demand to 
be satisfied by another expansion of commercial bank credit, but this 
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course would have fed the fires of price inflation. In the interest of 
maintaining economic stability and a sound dollar, it has been 
salutary for the Federal Reserve authorities to act to restrain an ex- 
cessive increase in the money supply. We in the life-insurance 
business believe strongly that the Federal Reserve has acted in- 
telligently and courageously in the public interest in its efforts to 
restrain inflation. We believe that the life-insurance business has the 
duty to lend strong support to efforts by the Federal Reserve to 
combat inflation because of the devastating effect which inflation has 
on the beneficiaries of life insurance, who are living on fixed incomes 
provided by policy proceeds. These are the most pitiable victims of 
inflation, and we have a great duty and obligation to help protect their 
interest in a sound dollar. 

As interest rates have risen in response to this enormous demand for 
credit, which has outrun the supply of capital funds, life-insurance 
companies have placed greater emphasis upon investing in new 
issues of high-grade corporate bonds and in conventional mortgages 
where the rate of return has been highly responsive to market forces 
and now ranges—that is, conventional loans—around 5% percent. 
In the face of this, the 4%-percent rate on VA mortgages is far out of 
touch with competitive forces. This is especially true because the 
net rate of return after servicing and other costs on VA mortgages is 
about three-fourths of 1 percent lower than the gross rate that appears 
in the mortgage, whereas high-grade corporate bonds which can be pur- 
chased in large blocks are much less expensive to administer. Some 
of the recent offerings of securities have dramatized the degree to 
which the VA rate is not competitive in today’s capital market. For 
example, New England Telephone & Telegraph Co. recently issued 
$35 million in long-term debentures at a 4.6 percent rate. Also, 
$100 million of long-term World Bank bonds, a prime security of 
quality comparable with VA mortgages, sold at a 4%-percent rate. 
These bonds were noncallable for 10 years and have virtually no 
administrative costs. This protection against an early and unpre- 
dictable redemption of the loan is highly valued by investors and is 
characteristic of most industrial loans today; this is in contrast to 
the Government insured and guaranteed mortgage loan where the 
investor is exposed to redemption on short notice. The extent to 
which market conditions have changed in the past several months, 
even for security issues of Government agencies, is illustrated by the 
recent offering of $100 million of FNMA debentures with an 8-month 
maturity which carried a rate of 4% percent, compared with 3% percent 
on a similar issue of FNMA last February. 

To illustrate further, the average yield on long-term United States 
Government securities has risen steadily from 2.44 percent in August 
1954 to 3.55 percent at the end of December last year. Similarly, 
the average yield on new issues of prime corporate bonds offered 
publicly bas risen steadily from 2.74 percent in March 1954 to 4.26 
percent in December 1956. This rise is not fully indicative of the 
rate of return available to life-insurance companies on corporate bonds. 
The majority of corporate bonds purchased by life companies are new 
issues placed directly with life-insurance companies. With these bonds 
the increase in the rate of return has been considerably greater, 
although no average yield figures are available to measure it. 
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THE BASIC SOLUTION REGARDING THE VA INTEREST RATE 








We believe that the fundamental solution to the problem of reduced 
availability of VA mortgage financing is to make the interest rate on 
VA mortgage loans sensitive and responsive to demand and supply 
forces in the capital market, The VA rate (and to a lesser extent the 
rate on FHA mortgages) is the sole remaining pegged interest rate in 
the capital markets. Unless some means is found to permit this rate 
to move in response to market forces, we shall i in our dynamic economy 
of today continue to have difficulties in the VA mortgage field. 

In our economic system market demand ol supply forces determine 
prices, and prices exercise the important function of rationing scarce 
goods. It is often overlooked that the interest rate is nothing more 
than the price paid for borrowed funds. It is at the same time the 
incentive necessary to bring forth the volume of savings required to 
finance our great economic growth. We are living in a period in 
which an increase in saving is sorely needed to finance our economic 
growth. It is also forgotten sometimes that although interest is a 
cost to homeowners and other borrowers, it is also a source of income 
to millions and millions of small savers through life-insurance, savings 
and loan associations, savings banks, pension trusts, and other channels 
of personal saving. These savers who wal get the benefit of this 
additional interest are in the aggregate the same body of people who 
are the homeowners of the country. 

Our recommendation today, regarding the VA interest rate is best 
expressed by quoting a passage from the policy statement drafted by 
our life-i -insurance committee on housing and mortgage lending in the 
spring of 1953 when conditions in the VA mortgage market were 
similar to the present situation. At that time, also recommending 
that the VA home mortgage program be merged with FHA, we stated: 

The basic solution to the problems which we have experienced in recent years 
in the mortgage market is to make the insured and guaranteed rate fle xible so 
that it can reflect and adjust fully to free market forces. This can be accomplished 
in the following way. The FHA Commissioner should set a maximum permissible 
rate which can be charged on insured and guaranteed mortgage loans, but this 
rate should be substantially above the current going market rate. Under the 
ceiling of the maximum, the actual contract rates on individual insured and 
guaranteed mortgages would be set as a result of competitive market forces. The 
rates would move up or down depending on market competition and would also 
be allowed to reflect geographical differences in the market, as well as tke ad- 
ditional expense involved in handling a small volume of loans in smaller towns and 
rural areas. 

This has been the position which we have taken consistently in 
the past 2 years before congressional hearings, and we believe it to 
be the only real solution regarding the Government insured and 
guaranteed rate. The effectiveness of a mortgage vield responsive 
to market forces was beautifully illustrated in the summer of 1953. 
Shortly after the rate on VA loans was raised to 4% percent, the new 
commitments by life-insurance companies incre: ased sharply, and 
outstanding VA commitments of life companies arose $500 million 
or around 360 percent in the ensuing year. 

If I may insert something right there: If you recall on last Friday 
when Mr. Stone of the VA spoke to you, he exhibited a chart to show 
that that was true throughout the VA market. 
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And now, the concluding part of our statement will be presented by 

Mr. Manning Brown, vice president of the New York Life Insurance 
Co. in charge of their mortgage operations. 

The CuarrMan. Go right ahead, Mr. Brown. 

Mr. Brown. What are the alternatives to a VA rate responsive to 
market forces? 

The main proposals which are being considered as alternatives to 
permitting the VA interest rate to move responsively to market forces 

are the following: (1) An expansion of direct loans by the Veteran’s 
Administration; (2) the use of national service life insurance funds 
to purchase VA mortgages; and (3) an expansion of FNMA purchases 
of VA mortgages. 

Examining the first alternative, the question immediately arises as 
to how the money will be obtained to finance an expansion of VA direct 
loans. Such an expansion would require an increase in the Federal 
budget, and it is doubtful that such additional expenditure can be jus- 
tified economically in a period in which inflationary pressures are so 
strong. If the money is raised by the Government through the issu- 
ance of Federal securities, which is highly likely under current Federal 
budgetary conditions, the question arises as to which investors will 
pure chase the securities offered by the Government. To the extent they 
are purchased by non bank investors, the shortage of ¢ apital funds w ill 
be reflected in some other part of the market, for ‘example i in the market 
for State and local government obligations. Because the market for 
Federal securities with nonbank investors is very thin, it is highly likely 
that Government securities offered in the market to finance direct VA 
mortgage loans would gravitate to the commercial banking system. 
Whether the banks could create the deposits to pay for these Govern- 
ment securities would depend on their reserve position, and as a result 
pressure would be placed upon the Federal Reserve authorities to 
supply the reserves. If they did so, the funds obtained for direct VA 
loans through this route would be obtained from an expansion of the 
money supply and would clearly be inflationary. Thus, we believe 
an expansion of direct VA loans would be a threat to general economic 
stability. 

If the alteraative of using NSLI funds is followed, it is evident that 
to obtain the money needed to purchase VA mortgages NSLI would be 
required to liquidate a portion of its current holdings of the United 
States Government securities. Here again we face the question of 
which investor or group of investors would absorb these securities. 
The experience of the Government securities market in the past several 
months indicates that liquidation of bonds by NSLI in sizable amounts 
would exert a depressing effect on the prices of Government securities. 
This is because there are relatively few purchasers of Governments 
today; indeed, most investors, because of the relatively low yield on 
Government bonds, are reducing their holdings to acquire other invest- 
ments. Actually, in recent years the Government trust funds such as 
NSLI have become a more and more important repository of the 
Federal debt as nonbank investors generally have reduced their hold- 
ings to satisfy the enormous appetitite for Government insured and 
guaranteed loans and industrial capital. Since 1946 Government trust 
unds have increased their holdings of Government securities by $23 
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billion. If one of the important Government trust funds (NSLI) 
should now embark on a program of liquidating Government debt, 
the already difficult task of the Treasury to obtain financing from other 
than commercial banks would be further complicated. Moreover, as 
NSLI liquidated United States Governments and depressed the prices 
of Federal securities, this very development, through causing higher 
yields on Governments, would push up all interest rates throughout the 
capital market. In addition, if NSLI liquidates Government securi- 
ties, to the degree that they are absorbed by nonbank investors, a 
shortage of funds will be reflected elsewhere. For example, if they were 
purchased by State and local government pension funds, they would 
tend to reduce the availability of funds for State and local government 
improvements such as schools, roads, and so forth. Actually, the 
strongest possibility is that if NSLI liquidates United States Govern- 
ment securities strong pressure would be placed upon the Federal 
Reserve authorities to enable these securities to be absorbed by the 
commercial banking system. Here again the threat of an inflationary 
increase in the money supply is clear. 

Likewise, the alternative of expanding FNMA’s purchase of VA 
mortgages also raises the question of where FNMA would obtain the 
additional funds. The experience of the past indicates that deben- 
tures issued by FNMA have found their way largely into the commer- 
cial banking system with implications for an inflationary increase in 
the money supply. Moreover, with FNMA required to pay 4% 
percent for 8-month debentures, it would actually sustain a loss if it 
attempted to support the 4%-percent VA rate, because servicing and 
other costs on these mortgages absorb about three-fourths of 1 
percent of the gross return. 

All of these alternatives, therefore, run up against the hard fact of an 
overall shortage of capital funds relative to the huge demand, and 
they illustrate the difficulties which arise when the free pricing system 
is abandoned. They all involve pressure ultimately on the Federal 
Reserve authorities for an increase in the supply of money to supple- 
ment capital funds received from nonbank sources. The experience 
of the past decade shows clearly that this is the road to price inflation. 
Nowhere has this inflation been more clearly evident than in the home 
building field. General inflation has been serious enough, but the 
rise in housing prices has been particularly severe. Since 1946 the 
consumers price index has risen 41 percent and the wholesale price 
index has risen 48 percent. During this same period the average 
estimated construction cost per unit of privately owned homes 
(Boeckh index of dwelling unit construction cost) has risen 75 percent. 
There is a serious question whether the veteran or the small-home 
owner is being done any real service by easy and excessive credit if 
the primary effect is to increase sharply the price of the house he buys. 

It is sometimes thought that the cost of rising prices to the veteran 
or the small-home owner is measured simply by the higher price he 
must pay for his home. This increased initial cost is bad enough, but 
it does not measure the full toll exacted by inflation. We have pre- 
pared a chart to illustrate the real cost of rising prices to the average 
home buyer in the period 1946-55. 
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Assuming the rise of 75 percent in the Boeckh index accurately 
reflects the rise in price of a standard home in the United States, the 
rise in the average home loan, due solely to this inflation, was from 
approximately $6,000 in 1946 to approximately $10,500 in 1956. 

The chart shows that, in addition to having to pay back an extra 
$4,500 of principal on his loan, the home buyer on a 30-year 4% per- 
cent loan would have to pay $3,715.20 in extra interest cost because 
of the larger loan. The rise in the total cost to the average home 
buyer, due solely to rising home prices in the period 1946-55, there- 
fore amounts to $8,215.20. Inflation in the postwar period has thus 
exacted a heavy toll from the veteran and small-home owner. More 
inflation would exact a heavier toll and upon no segment of the popu- 
lation would it bear more burdensomely than on the veteran who has 
to pay inflated price for a modest home in which to live. Moreover, 
we cannot ignore the threat that pouring newly created money into 
the mortgage market to support an artificially low interest rate will 
not only drive up the prices of new houses, but by leading to an even- 
tual boom-bust pattern in the housing field and in the economy 
generally, it also threatens the value of the 10 million homes now 
owned by veterans. 


THE FUTURE OF THE VA HOME LOAN PROGRAM 


Finally, in response to your request, we would like to speak briefly 
about the future of the VA home loan program. It has, of course, 
served a most useful and socially desirable role in aiding the readjust- 
ment of our servicemen to civilian life. At the same time, it has been 
a readjustment program, and we believe it should be permitted to 
expire as scheduled on July 25, 1958. Some means will have to be 
found, however, to provide home loan benefits to Korean veterans. 
We believe that this could be accomplished by establishing under 
FHA a new section in title II of the National Housing Act providing 
for home-loan benefits to veterans similar to those now in effect. 
Such a merging of the VA program in FHA would have the advantage 
of eliminating the present costly duplication of appraisals and prop- 
erty inspection by both FHA and VA, and it would lead to greater 
economy and efficiency for the entire operation. We would like to 
emphasize that in working out a merger of the VA program into FHA 
care must be taken to preserve for nonveterans the sound insurance 
basis on which FHA was established. 

This completes our statement, Mr. Chairman, and we would be 
glad to answer any questions your committee may like to raise. 

(The charts referred to are as follows:) 
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Mr. Dorn (presiding). Thank you, Mr. Brown. 
fine statement. 

Any question? Mr. Kearney of New York. 

Mr. Kearney. | just have one question, on the latter part of your 
statement. I take it that you people are in favor, tnen, according to 
tnis statement, of merging the VA home loan guaranty setup with the 
FHA? 

Mr. Brown. Yes, sir; that is what we have advocated. 

Mr. Kearney. Now, by that do you mean that the FHA would 
handle all loans, or the VA would handle all loans? 

Mr. Brown. It would be handled under FHA, according to our 
thoughts. 

Mr. Kearney. Then that would mean that the VA setup would 
be dispensed with and done away with entirely? 

Mr. Brown. It would be dispensed with. It would certainly have 
to be done in an orderly way. 

Mr. Krarney. Thatisright. But as far as the future is concerned, 
it could not be done without some disorder as far as past loans were 
concerned. Is that what you mean? 

Mr. Viesrr. As to the past loans? Our thought was that there 
would be a separate section of FHA, a veterans’ section, to handle 
the Korean veterans in the future. And there is not thought on our 
part to disorganize the benefits. The VA would still issue their 
certificate of eligibility to the veteran. The committee might, if your 
committee so decides, pay the FHA premium to preserve the differ- 
ential. But the only thing we think is that instead of having the 2 
agencies for these remaining 4 million veterans, it would be better to 
have one. We have historically recommended that. 

Would you like to add to that, Mr. Camp? 

Mr. Camp. I want to be sure we make this point: That as to the 
VA loans already on the books and guaranteed, there would be no 
change in that whatsoever. That would be administered by the 
Veterans’ Administration, just as in the past. I think what we are 
driving at mainly is that if the committee feels that this is an emer- 
gency program that eventually must come to an end, we are reach- 
ing the point where the FHA can do the inspection, appraisal, and so 
forth, relieving VA of inspection and duplication of effort. We now 
have two agencies doing the same work in so many cases. 

Mr. Kearney. Well, what I was really getting at was this: Would 
you not have in reality two complete setups, one in the VA and one in 
the FHA, with added expense to the taxpayers? 

Mr. Camp. You mean for future loans? 

Mr. Kearney. That is right. 

Mr. Camp. It was not our thought. As you know, under FHA, 
there are several sections for different types of loans. And while we 
have not tried to spell this out in detail, because we do not think it is 
our job to do that, we had thought that if you wanted to merge the 
two, you would probably set up a special section under FHA for 
veterans loans. Of course, the Veterans’ Administration would 
determine the eligibility and the right of the veteran to get that loan 
under that special section. But having done that, the FHA would 
handle the appraisals and the actual details of getting the loan 
guaranteed and insured. 


That was a very 
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Mr. Kearney. I came in a little late, for which I am sorry. But 
I would like to have your opinion on these so called direct loans from 
the VA to the veterans. I think you had some mention of that in your 
statement. 

Mr. Visser. Yes, sir; we did. I think our explanation of direct 
loans is best given by our testimony on page 9, in which we examine 
the alternative to an increase in interest rate, and we say that such 
an expansion of the VA direct loans would require an increase in the 
Federal budget, and it is doubtful that such an additional expenditure 
can be justified economically in a period such as this. If the money 
is raised by the Government through the issuance of the Federal 
securities, it is highly likely that under present conditions the question 
arises as to which investors would purchase securities offered by the 
Government. 

This testimony in detail spells out that we think it is a highly 
inflationary procedure in this particular market 

Mr Kearney. Thank you. 

Mr. Dorn. Dr. Long, of Louisiana. 

Mr. Lona. I would like to get this down in language that all of us 
would understand. You have a nice prepared statement here, but 
there are a few little points that J would like to kind of clear up in 
my mind, and that maybe the rest of them would like to clear up. 

Is one of the impelling reasons behind this the fact that it might 
be easier to raise the interest rate under FHA than under the present 
GI loan system? 

Mr. Brown. No, I do not believe so, sir. I think we have advo- 
cated right along that the rate on both should be responsive to market 
conditions. 

Mr. Lona. Then what would be the difference whether you had 1 
loan system or 2? You have several life-insurance companies. You 
do not advocate the liquidation of any of the life-insurance companies, 
do you? 

Mr. Visser. Well, it would prevent the duplication of two under- 
writing systems, two sets of appraisers. Many builders today have 
to go to both agencies for commitments, both the VA and FHA. It 
is largely an elimination of duplication of work and effort and con- 
fusion, I think, in some instances in the underwriting end more than 
anything else. And, too, I think that we all agree that the VA loan 
program, even for Korean veterans, will at some time terminate, and 
this would seem to be a good method of phasing it out over a normal 
adjusted period rather than bringing it to an abrupt ending. 

Mr. Lone. Would not the underlying reason probably be that if 
you kept the direct loans, the interest rate would probably stay down? 
Is that not the real reason for you people who raise money, the fact 
that if you got away from the direct-loan system it would be easier 
for you to raise your rates? 

Mr. Camp. I am not sure I get your question. I think the best 
way to answer it is that, as we have pointed out here, speaking for 
the life-insurance companies, money just naturally flows from the life- 
insurance companies to the investments that give the best return. 
So we have no way to raise rates on anything. We just let our money 
be invested where it can be invested with reasonable safety at the 
best amount of return. So I do not think that we have any thought 
that we could raise rates on anything. We just let the market 
respond. 
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Mr. Lona. I want to get this clearinmy mind. You are advocating 
the raising of the interest rates. And you seem to think that the 
direct loan system is going to make this thing inflationary. Now, 
the fact that you raise the rate and make money a little harder to 
get—that is the thing you are really trying to do, to cushion inflation; 
is it not? 

Mr. Camp. Of course, one way to cushion inflation is to be sure 
that we do not create any artificial display of funds, because that 
would, as we said, feed the spiral of price inflation. If rates are 
raised, it is not because anybody raises them but because the demand 
for funds just exceeds the supply. That is something over which we 
have no control, nor does any investor. It is just one of those things 
that happens. 

Mr. Lona. But if the Government furnishes the money for the 
same amount of loans at 4% percent and you furnish the money for 5 
percent, why would one be more inflationary than the other? 

Mr. Camp. We made the point, I believe, that if the Government 
attempted to furnish the money at 4% percent, which would be the only 
pegged interest rate in our entire capital market, if the Government 
says, “We are going to furnish that money at 4% percent,” then it has 
to raise the money somewhere. So then it sells Government bonds. 
Well, that means somebody has to take some money to buy these 
bonds. And our feeling is that the rate on Government bonds would 
rise. And any time you find an increase in the rate on Government 
bonds, since everything is related to that investment—it is the safest in 
the entire world—it tends to make the interest rate in every segment 
of our economy go up. So we feel that if the Government should 
attempt to support the market of GI loans at 4% percent by borrowing 
the money and making those loans, that would tend to run the whole 
interest market up. 

Mr. Lone. What would it do if the Government decided just to 
issue new currency, itself, based on the paper it is going to take? 
What would it do if the Government had issued new currency—and, 
of course, the Government would not have to pay any interest on that 
money—and if they then loaned it at 4% percent? 

Mr. Virser. I would like to take another shot at that in an attempt 
to clarify it. Let us take a hypothetical case, an extreme case. Let 
us say that today the Government made direct loans at 3 percent 


‘interest for 40 years. Obviously, you would bring into the market 


a great many new people to buy houses. And you would create more 
housing starts, and you would provide money very cheaply. But 
there is one certain result from that activity. The price of those 
houses would again increase substantially, and the veterans would 
have to pay more. For that is what has happened. We now have a 
$6,000 house of 1939 costing $17,500. And the result of these de- 
pressed artificial rates and long terms will be to bring greater demand 
on top of the already great demand from our economy today, and will 
most certainly cost the veteran much more for the house. 

Mr. Camp. We might also say this, as to this issuing of the cur- 
rency question. As vou know, any time we just issue currency, that 
is highly inflationary. And, of ¢ourse, we would have a further rise 
in the price level throughout the Nation, not only on homes but on 
everything if we should ever embark on a program of issuing currency 
to do any job. 
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Mr. Lone. This might be a regulated currency this time, and if 
the Government just put a little money into it you would not have so 
much power over the regulation. 

Mr. Camp. I could not follow that point through. 

_Mr. Vresrr. Could I add one more thing to this interest rate 
discussion? We are not necessarily asking for higher rates, and we 
have been consistent in our thoughts before this committee for several 
years. We ask that rates go up and down with market forces. And 
I remind the committee that only a few years ago we were paying 105 
or 103 for some of these insured mortgages. And we asked that they 
respond to market forces. And this recommendation of ours will 
bring with it the reduction, when the market turns down again. 

Mr. Lone. Well, I would like to be here one time when you insur- 
ance people and bankers come in here and ask to have the rate cut. 

Now I will yield. 

Mr. Ayres. You spoke of the time when you were paying 104 and 
105, which is so true. What is the average you are paying now? 

Mr. Vireser. On what, sir? 

Mr. Ayrrs. On VA loans. What is the discount? 

Mr. Visser. Well, actually, today I think there has been quite a 
removal of life-insurance money from the VA market. I do not think 
much is flowing in. Wedo not like to buy at these very low discounts, 
and we have just withdrawn temporarily from the VA market, since 
the FHA went up. I suppose that they run at 4 or 5 point discounts 
at various points in the country, but I would not know myself. 

Mr. Ayres. How high did they get before you decided it was good 
policy on your part to withdraw from the market? 

Mr. Visser. Well, I would say when we had the opportunity to buy 
World Bank bonds at 4%, noncallable, net. I think this discount 
matter is much like the price of Government paper, which is 91- 
point-a-fraction this morning for the 2%’s on 1970, which I think 
brings their yield up from 2% to maybe a little over 34%. I think the 
market responds with the Government market like that. 

Mr. Ayres. Then can we assume that the life-insurance companies 
withdrew from the market because it was necessary to indulge in the 
discount practice? 

Mr. Brown. I think every company has handled it a little differ- 
ently, sir. I think that what has happened is this: Where the VA 
rate is lower than life-insurance companies can get on other mortgages, 
the veteran has been prevented from getting his share of the money 
that is going into the mortgages. I know our company felt, particu- 
larly when the FHA went to 5 percent, that we would rather not con- 
tinue doing VA loans to the extent we had been, than to continue 
doing them at discounts that made the yield competitive. We thought 
it was just too deep, and we preferred not to do it at all. And we 
have been very, very substantial buyers of VA mortgages. Other 
companies may have treated it differently, but I think that is fairly 
indicative of the feeling of a good number of companies. 

Mr. Camp. I would like to make this point, too. You asked a 
moment ago about price. It should be kept in mind that that varies 
on the standards of the loan, the qualifications. For example, you 
would find that companies would pay less for a 98 percent 30-year 
loan than for an 85 percent 20-year loan. So that is the point that 
we have tried to make throughout this whole testimony. We are 
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dealing with so many variables that if we could let the rate be de- 
termined by competitive forces, with of course a ceiling of some 
kind—we are not pleading for an increase in the interest rate; we are 
pleading for a principle, that it must respond to competitive forces, 
like all other investments throughout the capital market. 

Mr. Ayres. Then is it you gentlemen’s considered judgment. that 
raising the interest rate to 5 percent , so that it is on a par with the 
FHA rate—that the discount practice would be slowed up somewhat? 

Mr. Camp. No question about it. We cannot tell what the level 
of interest rate in the money market will be 30 days from now or 60 or 
90. 

Mr. Ayres. But based on the current market? 

Mr. Camp. Based on the current market, it is my personal opinion, 
and I am not speaking for life-insurance companies, that. probably it 
would take a 5% percent interest rate to have an absolute par market 
at the moment: But 30 days from now it might be 5 percent or 4% 

Mr. Ayres. Based on the current market, assuming the Congress 
were to raise the rate to 5 percent next week, would the insurance 
companies be in the VA field again? 

Mr. Vrieser. I do not think there is any doubt that more insurance 
money would flow into the VA field with an increased adjustment, 

Mr. Ayres. One of you gentlemen spoke of the work of the VHMCP 


in conjunction with the direct loan program. Are you in a position 
to service the veterans in the rural areas at the present time? 

Mr. Visser. Our statement has not gone into the VHMCP pro- 
gram at all, because we had thought this comnittee would get the 
director and some of the national directors of VHMCP to give you 


their figures. So we have not touched on it. I would say this, 
however: that in the past 2 years we had a lot to do with this VHMC P 
program, and it came out of a real thought that there was need for 
improvement of the flow of mortgage money to remote areas. We 
thought that private enterprise could do that. I think the results 
have been rather remarkable, when you consider the market forces 
that have come into being in those 2 years. Because they have made 
well over $225 million of loans. 

But I think that figure, myself, is very, very misleading. Because 
of what I have found in my own company: We get some of these 
loans in remote areas through VHMCP, but additional loans in these 
areas come to us through normal channels. So I think there has 
been a great upping of rural loans through this program. And that 
came about as a byproduct. But I think the figures and the philos- 
ophy could better come from them. 

But Mr. Camp is one of the national directors of that. Maybe he 
could tell you. 

Mr Camp. I would like to, particularly for the benefit of my dis- 
tinguished colleague from Alabama—he might be interested. 

You were asking whether VHMCP could do some job in getting more 
funds to the remote area, and I think they refer to us as being im the 
remote areas, 

Mr. Boykin. Yes. His company has loans in every county i. the 
State, 60 counties. 

Mr. Camp. I started to make the point that through our regular 
lending operation, even though we are a very small company, in the 
1 year “alone, Mr. Boykin, we : made loans in 60 out of the 67 counties. 
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So it can be done. And in my own opinion, when you talk about 
VHMCP, it is something we need as a part of our economic system, 
not just for veterans, because that program some day will go out, but 
it is a problem we have had throughout this country in getting money 
to Alabama and places like that from the eastern centers. VHMCP 
has made a great impression on me, because I can see the future of it 
if we will hold on to it and do a good job with it. 

Mr. Ayres. There is one way we can get you to hold on to it, and that 
is to keep the direct loan program in effect. 

Mr. Camp. That may be, but as the testimony has been given 
here, life-insurance companies could not continue to make loans at 
a lower rate than they could invest their money elsewhere. So I 
do not know how we could hold on to the direct program. 

Mr. Ayrus. If the interest rate should be increased on the VA- 
guaranteed loans, naturally it would have to be increased on the direct 
loans. But my point is: So long as we continue the direct-loan pro- 
gram on a small scale as it is at the present time, or even expand it, 
and raise the maximum to maybe $12,500—so long as that money 
was available here, and you knew that if you could not find a lender 
the Government would make the loan, I think it gives you, as lenders, 
an incentive to go out and find people that are willing to loan it. 
That is my point. 

Mr. Camp. You mean lend it at the 4% percent rate? 

Mr. Ayres. Five percent, so that the interest rate is the same for 
direct loans as for guaranteed loans. We could not sper eie a direct 
loan program at 4% and a guaranteed loan program at 5, because 
everybody naturally would want the direct-loan program. But my 
point is that if the Congress, in its judgment, should decide that they 
are going to have to raise the interest to 5 percent, then we would have 
to continue the direct-loan program in order to keep the VHMCP 
out in the field looking for lenders. Otherwise there would not be 
any reason for you out there. 

Mr. Viesrer. I presume you mean that is the incentive that keeps 
us in this program. And I personally do not feel that way. 

Mr. Ayres. I do not think there is any private lender that wants 
the direct-loan program. 

Mr. Vinser. Oh, that is true. But I think there is a need for us to 
be in VHMCP way beyond the direct-loan program. I think there is 
a real need to get housing into remote areas. I think there is a need 
for VHMCP to funnel more private enterprise loans for minority 
groups, where we are beginning to do better. So that I think there 
is a need for this program and a desire to continue it far apart from 
this direct loaning. 

Mr. Camp. That was the same point I was trying to make: that 
this VHMCP mechanism can serve us from now on and fill a vacuum 
that we have had in the past in trying to get money out to our more 
remote areas. And as to what are the best mechanics of doing it, of 
course we might all have different ideas. But if the loans we can make 
through VHMCP are on the same pattern as the loans that are avail- 
able to us in the market, naturally we can support VHMCP more 
readily. 

The Cuarrman. Mrs. Rogers? 

Mrs. Rocers. Are you appearing today in the interest of the 
veterans, or the insurance companies? 
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Mr. Vieser. I would say, Mrs. Rogers, that at a time when there is 
little monev flowing to the veterans, we are helping them to make 
money flow to them. 

Mrs. Rogers. Do you not feel that it is important for them to have 
their own agency that they can borrow upon, rather than to go 
outside? 

Mr. Brown. I think that what we are trying to do is to present 
this whole problem from the life-insurance side. But you do not 
operate ina vacuum. Lots of people in the life-insurance business are 
veterans as well. We are all in this really from an overall aspect 
rather than from any one slanted aspect. I happen to be a veteran 
as well as a representative of the ALC—LIAA subcommittee at this 
hearing, and I feel, speaking for myself, that a veteran is not as 
anxious today to borrow money at a rate that is lower than other 
citizens can borrow it. I think he is anxious to have a means to 
borrow money at the same rate as other citizens borrow and to be 
able to buy his home at a reasonable price. 

So I think maybe we are speaking from both sides, if that is true. 

Mrs. Rocrers. It seems to me he is entitled to every bit of considera- 
tion that can possibly be given to him. 

Mr. Brown. I think you are right. I think this home-loan 
program, as we tried to bring out, was started as a means of helping a 
veteran adjust himself from “the military to civilian life. He had not 
had the chance to accumulate funds for a downpayment on his home. 
This assisted him a great deal. The fact that the Government was 
behind the mortgage certainly assisted him a great deal. But World 
War II veterans have had an opportunity to readjust now, since 1945, 
1946, and 1947, and the program is due to expire in 1958. Maybe 
that is a reasonable chance for him to have availed himself of that 
opportunity. 

We are advocating continuation of that as far as the Korean 
veterans are concerned, who are in a different station of life, and with a 
little less time to have made the adjustment. 

Mrs. Rogers. The World War II veteran has not readjusted him- 
self, and I know of many who have not been able to. They lost their 
jobs and so forth and were not able to carry on very well, and it seems 
to me they need every bit of protection and help that they can get. 

Mr. Brown. It may be that your committee will feel that it should 
be phased out in some way rather than abruptly terminated. That 
is a decision that really we have to rely on you for. 

Mrs. Rogers. You feel if the interest rate goes up, the veterans 
will get more money? 

Mr. Brown. I think that if the rate at which VA loans are made is 
competitive with the rate at which other mortgages are made, certainly 
the life-insurance companies will be, as they always have been, just as 
anxious to make those loans as they are any other kind. 

Now, we have in my company something like just under 40 percent 
of our entire portfolio in VA loans. But we cannot continue making 
those loans when it means taking a substantially lower return than we 
get in other investments. Because at the same time, as we have 
tried to point out, we are trustees for the funds of our policyholders. 
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Mrs. Rogers. What would you think of making illegal and out- 
lawing the practice of discounts that turn out to make the cost so 
high to the veterans? 

Mr. Camp. Mrs. Rogers, I think our point on that is that a dis- 
count is sometimes a discount, and sometimes it is a pr emium. Ina 
period of low-interest rate these same mortgages you are talking about 
sell for a premium. And if you are going to peg the rate at a certain 
figure, below what other investments are bearing, then your only alter- 
native would be to make direct loans. And we have urged you not 
to do that, because the effect on the entire economy, and the fact 
that the Government would have to sell so many Government bonds, 
and that would distort the whole interest picture and, we think, make 
it worse. 

Mrs. Rocurs. Thank you, Mr. Chairman. No more questions. 

Mr. Lone. Would it make less loans for rural areas if we did away 
with the direct loan? In other words, would there not be less boys 
in the country that would be able to get them if we did away with 
the direct loan? 

Mr. Camp. We have not advocated doing away with the direct loan, 

Mr. Lona. I thought you were adv ocating the VA doing away 
with making any loans. 

Mr. Camp. We thought if you could have one mechanism for 
handling all the mechanics, that would be well. We have not testi- 
fied, here, that until the VA program expires you do away with all 
appropriations for direct loans. We are asking this: that through 
VHMCP, if we can be in a competitive field there, if we can have the 
same interest rate on GI loans that the market demands in other 
segments, we can put a lot of private money through VHMCP and 
other factors to hold down the amount of money you would have to 
lend directly. Then you would handle the most urgent and emer- 
gency cases, and let us help you in making as many loans as we can 
through private money. 

Mr. Lone. Then the rural areas are not desirable for loans in your 
field, are they? 

Mr. Camp. As I testified, in my state of Alabama, which is con- 
sidered a more remote and rural area as far as this program is con- 
cerned, we are making loans every day, and through VH MCP we are 
getting money in Alabama from institutions in other parts of the coun- 
try that are helping us make loans in Alabama that we could not get 
if we did not have VHMCP. And that is the point I was making, 
that we have stumbled on something in VHMCP that I think will be 
of lasting benefit in spreading money throughout the Nation if we 
can keep it operating. 

Mr. Lone. Thank you, Mr. Chairman. 

The CHarrMan. Mr. Sisk? 

Mr. Sisk. I would just like, Mr. Vieser, to ask your opinion with 
reference to your recommendation on interest rates. As I understand, 
you are not recommending necessarily an increase to 5 percent or 5% 
percent or 4% percent. You are actually recommending the freeing of 
interest rates, permitting them to flow with the market, but setting a 
maximum. Is that correct? 

Mr. Visser. That is absolutely correct, and we have taken that 
position historically. This is the only area in the entire capital market 
of America where we have a pegging of rates. And that is why we 
have had these recurring problems in 1953 and 1955 and 1956. 





VETERANS’ LOANS 143 


We say to you that if you were to raise the rate today to 4% or 5, 
there is no assurance that 6 months or a year from now you would 
not have another tieup. [t could go the other way, but it could get 
much tighter. And we recommend strongly that this be unpegged 
just like any other credit. Like the United States Government bonds, 
for instance. They are 91 today. They have gone from 2% to 3%. 

Mr. Camp. I might make a point on Government bonds. You will 
recall back in 1951 we had pegged the market on Government bonds, 
But we finally had to free that rate and unpeg it, because it just did 
not work. So as Mr. Vieser points out, this is the onlv area left where 
we have a pegged rate. 

Mr. Sisx. Let me ask you gentlemen this question. And this is 
not intended to put anyone on the spot or anything. But in trying 
to analyze what we would actually be doing if we completely released 
interest rates, permitted them to flow freely up and down, let us 
assume that that provision had been in effect for the past year 
What would you assume today would be the going rate on FHA and 
VA mortgages? Would you tell me what you would figure, 
approximately? 

Mr. Vixser. I would be glad to give you my personal opinion as 
to that market right today. I think it would be 5%. And that is 
an overall picture. And when I say that, there is a variety of rates 
due to locations. Probably it would be just a shade less in New 
England, a capital market. But I think the average rate today 
would probably be 5% or 5%, right today. And I say that, because 
there apparently are quite a number of sales being made in the FHA 
market at 98, which, translated, gives you a rate of 5% or 5%. 

Mr. Sisk. Now, thinking of it from my own particular area, which, 
as you know, is California, where today money apparently, at least 
according to the information that I get, is around 92 or 93, or maybe 
even 91—I do not know. Let us say it is not available. There is 
just no VA money practically available today on the west coast, 
The feeling is this: that assuming we went for a proposal such as 
you recommend, but set a ceiling of, let us say, 6 percent, in an at- 
tempt to provide for something within reason as a maximum—that, 
immediately, all Californians would be paying 6 percent; they sin- 
cerely feel that. They say: “We would have absolutely no protec- 
tion. We would be on 6 percent overnight.” Do you agree with 
that? 

Mr. Vinssr. I personally could give you no assurance that that 
would not happen generally in California. I can say generally, from 
my own personal experience, that my own company is going to make 
loans in California, FHA loans, at 98. When discounts get too heavy, 
we have to withdraw. We cannot saddle that extra cost on the house, 
But we have no problem in getting very high quality loans at 98, at 
5 percent FHA, today in California. But I can give you no assurance 
that market conditions would not force it up a bit. 

However, I can remember only a short time ago we paid pramiums 
in California. And I think the most important thing is that we give 
the veteran a flow of money. I think what he wants more than 
anything else is the ability to buy the house and finance it, rather 
than to be driven out of the market. 

Mr. Sisk. Would you comment on one further problem that it has 
been suggested would be a problem—if that type of approach were 
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used—and there would be the minimum problems involved? Let us 
say, for example, we put through legislation such as I understand you 
recommend. It would actually become a matter that, as to each 
veteran, or the builder who secured the financing, a w hole series of 
rates would probably exist. Joe Blow from Fresno would pay 5%, 
and Bill Smith in Arizona would pay 4%, and 5%, and 6 percent, and 
soon. What is that going to mean from the standpoint of administer- 
ing the program? 

Mr. Vieser. I would like to answer that by saying that today we 
could very readily have 2 interest rates on the same block, 2 identical 
houses, under the conventional loan system. One fellow might even 
today get a 4% or 4% percent rate if we put up a good cash payment. 
I think there are 2 prices being paid in America. today in the same 
real-estate development, one man buying 90 down, 30 years, and 
another 10 percent, 30 years. So that price is just by quality, too, 
and not only by region. And I think from an administrative stand- 
point, I personally do not think there will be much difficulty, for this 
reason: The veteran and the approved mortgagee will enter into the 
rate when he signs the application for underwriting. 

Mr. Camp. I think you were thinking about the administrative 
problem from the standpoint of the Government agency, Mr. Sisk. 
Is that right? 

Mr. Sisk. I do not know whether you were here and heard Mr. 
Stone’s statement the other day, in which there were a number of 
objections to this sort of thing. I am not saying he found objections, 
but he itemized some that were made. This administrative thing 
was one of those he mentioned. 

Mr. Camp. I would like to express my personal opinion on that. 
I do not think that is really a problem. Take the FHA. It has been 
in existence now for some 22 or 23 years. Throughout this period 
they have insured loans at varying interest rates as they have been 
made from time to time. As you know, when a loan is made, the 
agencies have what we call amortization schedules, already caclulated 
in advance, at various rates of interest. So all you have to do, what- 
ever rate that loan is made on, you pull out the schedule and every- 
thing is right there. So, on the experience of the FHA, having insured 
loans at 4 percent, 4%, 4%, and at one time at 5—it apparently has 
been no problem for them. Because all that accounting is done on 
machines, and it is very easy. 

Mr. Sisk. You can understand, of course, the position that we of 
this committee and as Members of Congress are faced with when we 
consider attempting to do something such as you recommend, where 
the feeling exists that we are simply throwing to the wolves, so to 
speak, the veterans and others, to be pulled and tugged at, and that 
they more or less are helpless in the money market. I am not saying 
this to detract. I think you gentlemen are sincerely and conscien- 
tiously interested in solving this situation on a fair and comparable 
basis, and I might say your statements were very good this morning. 
I enjoyed the statements. I do not wholly agree with everything in 
them. But you understand the problem. And for that reason I just 
do not believe that this Congress now or in the foréseeable future 
could, on this type of loan, agree to your recommendation. 

Mr. Camp. That is, about interest rates? Or about going over to 


FHA? 
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Mr. Sisx. About interest rates. I am primarily concerned about 
that. 

Mr. Camp. I know we are all thinking exactly the same way. We 
all have the same goal in mind, you people and we. That is, we want 
to make money available for the veterans. Now, as far as the life- 
insurance business is concerned, I think we have demonstrated that, 
in that we own one-fourth of the entire VA debt outstanding. 

Now, having made those loans steadily since the program has been 
in existenc e, we now find ourselves in a position where we cannot make 
them. So we are just as interested as you are in trying to reach a 
goal where we can make our money, or a portion of it, available to 
the veteran. 

Just like you, not wanting to throw the veteran to the wolves— 
neither do we. We are worried about it; that having supported this 
program so strongly and having put one-fourth of all our money in 
that business—we do not want to stop making them. I agree with 
you wholeheartedly that we are all working toward the same goal. 
It is just a question of what the best way is to get there. 

Mr. Sisk. I certainly agree with you that money is just like beans. 
The price is based on the availability of supply. I happen to be a 
holder of life-insurance policies, and I want my company to be sure 
that my policy is sound. I fully appreciate that. 

That is all. 

The CuatrmMan. Mr Haley? 

Mr Hatey. I would just like to ask this of the witness. I note 
here on page 12 at the bottom you use this language: 

* * * we cannot ignore the threat that pouring newly created money into the 
mortgage market to support an artificially low interest rate will not only drive 
up the price of new houses, but by leading to an eventual boom-bust pattern in 
the housing field and in the economy generally, it also threatens the value of the 
10 million homes now owned by veterans. 

How would that threaten the 10 million homes now owned by 
veterans? 

Mr. Visser. Well, historically, we have never had trouble in the 
real-estate field in a stable or rising market. But once the value of 
houses declines, and a boy who has paid $15,000 can suddenly buy 
his house next door for fourteen and then thirteen—there is a mass of 
foreclosures, and what happened in 1929 is set off again. And all 
the value of those 10 million houses is jeopardized. We think that 
situation could come about, as it has come about historically in this 
country, through a violent burst of inflation, and artificially low 
rates will bring that on. 

The illustration I gave before, I think, is in point. If we were to 
depress rates to 3 percent and give them a 40-year loan, we probably 
would have 45 million people next year wanting houses. And we 
could not take it. And it would just drive this thing through the 
ceiling. I hope.that answers your question. 

Mr. Camp. To carry that one point further, if we artificially stimu- 
late this now by 5 million new purchases, we would get such a boom. 
Eventually that boom has to come to an end, and when it does you 
have all kinds of repercussions, including foreclosures and distress. 
So that is the final point I think he made. 

Mr. Hauey. On the other hand, if you were not building the amount 
of houses the market demands, the veteran would be in the position 
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of having a capital investment that would continue to rise in value, 
would he not? 

Mr. Vieser. You have a very sober problem, and we appreciate it 
perhaps more than anyone else, because we have so many millions of 
dollars of assets tied up in it. You, of course, cannot let the building 
boom die. Itis a peculiar industry. It cannot be retooled overnight. 
You cannot let the builders die. You have to keep housing at a reason- 
able level. I think that is probably one of our mutual ‘duties. 

I think the need is being supplied in 1955 and 1956. You have 
family formations, estimated at 600,000 or 650,000 roughly. You have 
certain demolitions. This million-one start would seem to take care 
of that need. Ido not hear any great cries of distress. As a matter of 
fact, there are some sticky areas around the country where there are 
too many houses unsold. 

I do not think that we are quite approaching it vet, and I do not 
think we are going to in 1957. [I know the problem is great. We have 
to keep this at an even keel. And we appreciate and I think we respect 
the thoughtful attention you are giving to this problem. I know I do, 

The CuarrMan. Judge Suford? 

Mr. Suvurorp. As to the reason that the FHA increased to 5 percent, 
what has been the experience as to loans under the FHA? Have they 
increased since that time? 

Mr. Brown. The volume, sir? It is a little early to tell. The 
increase in rate was mid-December or early December. And it ap- 
pears that although there has not been a great increase in the flow of 
money into mortgages, the FHA portion of that money which is avail- 
able has been increased. 


Mr. Vireser. We have tried desperately in-the past few days to get 
an answer to that, because it would have a very important bearing on 
your problem. 


The CuarrMan. That is the point I was trying to make. I spent 
2 or 3 months on that. And Mr. Cole says he cannot tell. And you 
cannot tell. 

Mr. Vrieser. | will tell vou my personal feeling about it and what 
we are doing. ‘There is no question that had the rate not been in- 
creased, my own company would not have put any more mortgages in 
FHA or VA at 4%, not only because of the high grade corporates and 
the Governments and all, but we have another problem we touched on 
lightly in our testimony, and that is the direct placements. ‘They 
are really high, 5% and 6, and it is a great temptation to take them. 

But we have now allocated funds into the FHA market which we 
would not have. And I find as the vears go on that what we do is 
pretty average. And I have the conviction that money is going in 
there that would not have gone in. We are always about 30 to 60 
days behind on our statistics. 

The CHArRMAN. You feel the same way about the FHA, that if we 
do not increase it it will continue as it is? 

Mr. Visser. We say if you do not increase it very little money is 
going to flow in, and if you do increase it, more money is going to flow in. 

Mr. Suurorp. But you cannot tell us now from your experience 
how much money is going to flow in? 

Mr. Visser. Not by percentage, no. 

Mr. Camp. I would like to make this point, Judge Shuford. The 
mortgage market moves very slowly. When the rate was increased 
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to 5 percent, and companies say: “All right, we are ready to partici- 
pate more actively,” there is quite a bit of planning by the builder, 
getting his subdividions ready, and so forth, before he actually ap- 
plies for a loan. My own personal opinion is that any change in rate 
either upward or downward—it takes some 6 to 8 months to feel the 
full effect of it. And when the VA raised its rate to 4% percent, I 
think it took some 6 months for that thing to really get going. 

Mr. Suurorp. There are three of you here representing insurance 
companies. ‘Two of you I do not think make loans in my district or 
my area at all. I may be wrong about that. I happen to know that 
the New York Life does. 

Mr. Camp. We are a small company and do not operate in your 
State to sell life insurance, but we have invested $4 million in mort- 
gages in your State. 

Mr. Suvrorp. Around the Charlotte area? 

Mr. Camp. No, sir; we are cooperating through VHMCP in North 
Carolina. We have scattered loans around. 

Mr. SHuForD. Scattered loans? 

Mr. Camp. Yes, sir. 

Mr. Suvurorp. But I note that most of the insurance companies 
have withdrawn all funds from FHA and from VA loans in some of 
the areas in that State. And I just wondered if, since you have had 
an increase in the interest rate, you have reestablished funds in the 
VA or Federal housing in the State of North Carolina. 

Mr. Brown. I can answer that from our point of view. We had 
already allocated certain funds to our residential investment program 
for the year. We have not withdrawn from the FHA field at all. 

Mr. SuHurorp. But you are not making any loans, FHA loans? 

Mr. Brown. In North Carolina at the present time? Yes, sir, 
we are. 

Mr. Suvurorp. Did you withdraw your FHA loans, your making 
of FHA loans, prior to the increase in interest rate? 

Mr. Brown. No, sir. We were making FHA loans. 

I would say we are making more FHA Joans now in North Carolina 
than we would have had the rate not been adjusted. 

Mr. Sxurorp. You are not making any VA loans at all? 

Mr. Brown. That is right. Only the ones we have committed for. 

Mr. Suvurorp. And you have withdrawn completely from the VA 
loan business in North Carolina? 

Mr. Brown. Temporarily, we are not making any new VA com- 
mitments in North Carolina except through VHMCP. We, of 
course, will make the loans for which we have committed. And I 
might say I do not have the breakdown by the State, but it is a 
substantial amount. 

Mr. Vreser. Mr. Chairman, could I say one thing more about the 
delay in the mortgage commitment? ‘There has been a lot of talk 
about withdrawing from FHA and VA because of low rates. We 
find that it is about $900 million, close to a billion dollars, that our 
companies are still committed to pay at these old rates in the year 
1957. So you see how that delay takes place. 

Mr. SuHurorp. You say you have about 25 percent VA loans. What 
percentage do you run, comparatively speaking, with FHA loans? 

Mr. Camp. Thirty -four percent, I believe. And the VA loans, I 
think, are 26 percent—34 and 26. 
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Mr. SHurorp. Do you think that that is a sufficient amount of 
mortgage loans? What do you have in conventional loans? 

Mr. Visser. Of all the outstanding assets we have in the Nation, 
about one-third of our assets are in mortgage loans. 

Mr. Suurorp. Based on that, then, your 34 and your 26 percent—— 

Mr. Visser. We own 26 percent of all the VA loans outstanding. 
That is from your standpoint, the VA loans. 

Mr. Suurorp. But do you feel that that percentage you have is 
about a sufficient amount of VA and FHA loans at that rate of interest? 

Mr. Visser. I am going to go back to my personal experience, 
which, as I say, I think is pretty average. We have adopted a policy 
of putting one-half of our city mortgage loan account in one- family 
houses. And almost that entire half is insured by FHA and VA 
guaranty. In other words, in my own company, whose mortgage loan 
account is not as big as New York Life, but it is about $600 million, 
one-half of it, almost 50 percent, is insured by FHA-VA. I think Mr. 
Camp’s percentage is much higher than that. 

Mr. Camp. Of our total mortgage account of some $140 million, 83 
percent is in FHA and VA loans. So different companies have 
different policies and go at it in a different way. 

Mr. Visser. That is so. Each company has to adopt a general 
philosophy. And the general philosophy of the industry runs from 
one-third to one-half of its assets in mortgage loans. And they put a 
great amount of their loans in this insured area. 

After all, we do have a responsibility not only as to earnings but 
otherwise to make conventional loans and other loans, shopping cen- 
ters, satellite loans to service these loans. 

Mr. Saurorp. When do you think you would be prepared to tell 
the committee, or to know yourself, the effect of the increase in in- 
terest rate for FHA loans? 

Mr. Camp. In my opinion it would be 6 months before you would 
get the effect. We could give figures right along. But because of 
this lag in getting ready to apply for loans on the part of builders and 
other people—— 

Mr. Suurorp. Really, we would not be able to tell under a period 
of 6 months whether the increase to 5 percent had been beneficial to 
the borrower. 

Mr. Visser. I would like to say I believe from the figures coming 
into our office you would see a reflection in our commitment figures 
in 60 to 90 days. I think in the next 3 months we will see December 
and January turn up. 

Mr. Suurorp. There was no grand rush to procure the 5 percent 
money, was there? 

Mr. Visser. There again, this cannot be shut off or turned on like a 
faucet. The mechanics are difficult. We have to call all of our 
correspondents throughout the country. We have to get them to go 
out into the field and talk to builders. I mean, there is a definite 
mechanical timelag to get this benefit. We just cannot turn it up 
overnight. 

Mr. Suurorp. There would be a time lag in determining it at the 
home office; would there not? 

Mr. Visser. It did not take us long to make that decision. 

Mr. Suurorp. It is from there to the field that you have to take 
the time. 
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Mr. Visser. That is right. 

Mr. Boykin. First I just want to say this is a great group. I think 
they should be called The Three Musketeers. They are the best 
trained fellows I ever saw. I wish we were trained like that. They 
certainly do know their business, 

I do not see how, though, the veterans are going to pay any more. 
It looks to me like with the 4% and the bonus, it brings about 

Mr. Camp. As I understand it, on a 25-year loan if the loan sold at 
95, that is, 5 points discount—that is equivalent on a 25-year loan to 
about a one-half percent increase in interest. For example, a 4% per 
cent due in 25 years selling at 95 is right at a 5 percent rate. That is 
my understanding of the matter. 

Mr. Boyxtn. Well, now, we had our real-estate men up from your 
country to my country, and they said they were paying the insurance 
companies 10 percent bonus. And then with the 4%, that would make 

4% percent. That is pretty tough. Ido not see how they are going 
to hardly be able to do that. 

Mr. Vipser. | would like to take exception to that remark, because 
this statement I am going to make is made after a great deal of study, 
In our industry, we just do not buy at 90 or 89 or 91. 

Mr. Boykin. But when my friend on my left said they protected 
VA loans, I said to him, “I don’t blame them, because if they are 
charging too much they will get in trouble sooner or later.”” I do not 
see how anybody, hardly, can pay that interest, you see. 

Now, we had Secretary Humphrey talking Sunday, a great man, 
and he made one of the best talks | have ever heard. And I have 
been for years suggesting that as to those that take this money over- 
seas we ought to take a mortgage and make them pay us. Now, you 
take a $6,000 house that has gone up to $17,000. Were you not in 
Alabama when we had the meeting the other night? 

Mr. Camp. No, sir. I did not get there. 

Mr. Boykin. I wish you had been. I know you are trying to do 
what we all are trying to do. And we certainly ought to ‘help these 
veterans. But the last day we had the meeting here before we ad- 
journed, I was thinking the money we gave away that particular week 
would have pretty nearly given the veteran a home. And if we can 
straighten up and charge the right interest, as the Secretary said 
Sunday, maybe we could handle things properly. 

You say you have 40 percent. That is wonderful. But I doubt 
if you have any other loan that is guaranteed. The guaranteed loan 
is one of the greatest things in the world. If they are not any good, 
nothing is any good. But something is going to have to be done to 
help these veterans. 

Another thing is that I do not see how anybody hardly could give 
more interest than that. Where would you put your money? 

Mr. Brown. I would like to clarify one thing. You mentioned a 
o — ent rate at a 10 point discount, and then you used the figure 

percent interest.’ 

ae Boykin. It would come on if you took it over the years. 
What would it bring? 

Mr. Brown. Actually, if you buy a VA mortgage, written for a 
25-year term, the yield on that, if it is carried to maturity, would be 
5.56. I just wanted to clarify that, because that is an entirely 
different thing. 
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Mr. Borxry. But you do pay the bonus that way, do you not? 

Mr. Brown. No, sir. 

Mr. Camp. The Congressman is right. Of course, the veteran 
does not pay the bonus, because the veteran is not permitted to pay 
any discount, but the builder or somebody pays it. 

But I want to make this clear: The problem the life insurance 
companies have gotten into is that they will not purchase these 
loans at those kinds of rates, because of the ill will that is generated. 
So we are trying to work out with you some kind of system. As I 
said a moment ago, we are all working toward the same goal where 
we can have a reasonable interest rate that is competitive. We are 
not pulling for high interest rates but just saying: Make it competi- 
tive, so that we can continue to make these loans. 

Mr. Boykin I do not see how you can pay anybody and do a 
successful business, whether it is the veterans or anyone else. And 
I know we have a chemical kingdom down home. I imagine we have 
1 from New England, 1 from France, 1 from New York. And they 
have been a godsend. And we have these paper mills developing and 
expanding that mean so much to us down home. Well, they get 
their money from the insurance companies, too. And it isa eoinental 
thing. But I just think if the veterans or anybody else on earth have 
to pay these high interest rates, I do not see where we are going to go. 
But I still see your job. I have a policy, and every man and woman 
here has a policy. And you want it to be safe. And you want to get 
as much as you can possibly get. 

But I do believe we are going to have to do something for the vet- 
erans. We are doing it for everybody on earth except the veterans, 
it looks like tome. Really, it is a terrible thing. 

I saw a man come in this morning from somewhere. He brought 
all these beautiful bodyguards and lots of wives and all that kind of 
fine thing. The most wonderful thing in the world. But I just 
wonder what he is going to get. 

When I took a look at the pictures on that ship, it looked to me like 
he had everything. 

But you have got to help us. And you do have the best team I 
have ever heard, and you are up on it. And you have given us some 
very good information and the best statements I have ever seen. But 
none of it helps the veteran. That is the trouble. 

Mr. Visser. I would just like to belabor that point once more, 
though. It is a problem, as I said before. 

Mr. Boyxrn. It is, yes. 

Mr. Visser. And we approach it very soberly. But I do say this. 
We are against these discounts. We cannot avoid the historical law 
of supply and demand. And right how, we have the greatest demand 
for capital, for schools and hours and roads and everything, that we 
have ever had before, and everybody is willing to pay a price for it. 
But the surest way to raise the price of the veteran’s house is to con- 
tinue an artificially low interest rate. Because that 10 percent is 
generally added to the cost of the house. And the $10,000 house im- 
mediately becomes an $11,000 house. And that is the thing that we 
deplore more than anything else. 

After all, once that is set, the veteran pays a monthly charge 
whether it is 4% or 5 or 5%. And that monthly charge generally 
determines his price range in house and economic status. And there 
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is not more than a dollar or $2 difference in these various rates, as 
you know. 

Mr. Camp. And Mr. Boykin, vou are saying: How can we help the 
veteran? And we are anxious to do that. 

Mr. Boykin. We have got to. I will tell you one thing. If we do 
stop this building, we do not know where it will reach to. It has been 
one of the greatest things in the world, because it takes something of 
everything that you see here that goes into these houses, and veteran’s 
house or anybody else’s house. And when you stop that, with all of 
these new people we are getting and the ones that are being born, and 
the new houses we are going to have to have to take care of our people, 
we have to keep on like we have been doing, and we ought to try to 
improve it a little. But you have got to try to stop this inflation some 
way. And certainly we do have it, and have it in a very big way. And 
it is going to get worse. 

It is a very tough proposition on everybody concerned. But what 
are we going to do to help these men and these women that have 
saved this world, not only the United States but the whole world? 
And the people that killed all of my brothers and wounded my sons 
and yours—we are fixing their countries up and charging them 
nothing on this earth for it. But a poor veteran—my God Almighty, 
there is no way we can ever pay them. They could start to taking 
these houses back. And God help us then. Because it just means 
the Government is going to have more houses than everybody has 
ever had on earth before. You see? And we really have to start 
doing something about it right now. 

I could go on forever, but it is a terrible thing to think about. 
You and we have got to do something about it. And we ought to do 
it quick. And we ought to just get down to it. And the veterans 
deserve the best of the deal, don’t you see? And I do not believe 
anybody can run a business if they pay these expensive rates. And 
I do not blame you for getting them. Because if you did not they 
would throw you out and put somebody else in. You have to do the 
best you can for your companies. 

Mr. Wuirener. Mr. Chairman, I wanted to ask these gentlemen a 
question. 

Mr. Stone, the other day, and you gentlemen, in setting forth the 
statement of your Committee on Housing and Mortgage Lending, 
which, as I understand it, dates back to 1953, on page 8, continue to 
talk about doing something which will improve the plight of the 
veteran in the smaller towns and rural areas. 

With the developments that have occurred since that statement 
was prepared, in 1953, I am a little bit alarmed, in looking at the 
figures here on my particular congressional district, which have been 
supplied to me by the committee and from the Veterans Administra- 
tion information. There are two counties in my district having a 
total of 2,520 veterans—rural counties, with no big towns. And in 
those 2 counties, the total number of direct and guaranteed loans 
amounts to the grand sum of 6. In one county, not a single loan in 
all of that period. 

Now, what will have to be done to get the mountain boy or the 
country boy a loan, either a guaranteed or a direct loan? 

Mr. Visser. I think, sir, that the statistics of VA bear out that 
the veteran in or near the metropolitan area has taken more ad- 
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vantage of his benefits than has the rural veteran. And we have 
given some thoughful attention to these figures. And we find in- 
creasingly that the demand is not in that type of county. Some 
counties, as you have mentioned, have rarely had more than 8 or 
10 houses a year built in them. I mean, that is historic. And I 
would be impressed with that county’s figures if there were a great 
group of letters in the VA saying that they wanted the loans but could 
not get them. But we have talked this over at great length with VA 
and among ourselves, and we do find in the smallest counties the 
demand is much less. It is almost in direct proportion. 

Mr. Wurrener. If I may interrupt, I would like to point out to 
you that in my district, consisting of seven counties, there have been 
a total of 3,436 loans. In the county from which I come, there have 
been approximately 2,000 of those 3,000 loans granted. I am not 
quarreling about the way my county has been treated, but it does not 
seem realistic to me that in one county with a thousand, for example, 
there has not been a single loan of either type. 

Mr. Camp. As your know, Mr. Whitener, there is money available 
for VA loans. So if there were a demand, for those loans, all the 
veterans have to do is apply for the direct loan. As Mr. Stone testi- 
fied Friday, they are still making applications for such loans. As we 
know, through the VHMCP, we cannot do a perfect job, but any 
county that is not getting loans—the only thing I can figure out is 
that there has been no demand. 

Mr. Wurrener. Could it be that the money is available theoreti- 
cally but not actually? 

Mr. Visser. Could I say that I believe Mr. Stone testified before 
this committee on Friday, I believe it was, and made the statement 
there has been no veteran that has not been taken care of by VHMCP 
or direct lending, that they have any applications for. 

The CuatrMan. You can be sure there is one member of this com- 
mittee that does not agree with Mr. Stone. I would stake a lot of 
what I own on the fact that the VA could loan every dime of that 
money if they wanted to. I still think they could. 

Mr. WuirENneEr. It seems, to use the language of my friend here, 
that historically the folks have been crying for the veteran in the small 
town and rural country but historically nothing has been done for 
him. 

Mr. Camp. Being from an area of this type, I can testify, as I said 
a moment ago, that we really have something now in VHMCP. 
It is just getting started, vou might say. It has been operating only 
since 1955. But I can see great possibilities in the future if we can 
continue VHMCP, inasmuch as those of us in Alabama and North 
Carolina can get a lot more from our areas if we have the mechanism 
with which to do it. At least we put $30 million or more through 
VHMCP that we would not if we did not have it. 

Mr. Wuirener. I was told in my area by a builder just Saturday 
that the discount is nine points, and the money is not even available 
then. 

Mr. Camp. That is right. Because, as was testified, insurance 
companies particularly do not like to be a part of such discounts, and 
all of that would be avoided if we had an interest rate where you did 
not have to charge a discount. All in the world the discount does is 
increase the interest rate to the investor. Even a 10-point discount 
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rate, which certainly I do not think any of us would want to be a party 
to, on a 25-year loan—all in the world it does is raise a 4% percent rate 
to 5% or 5.56, I think. 

All in the world that discounts and premiums do are adjust interest 
rates. We are saying it would be much better to adjust the interest 
rate rather than let the adjustment take place through premiums and 
discounts. 

The CuarrMan. What is the difference between a discount and an 
interest rate? 

Mr. Camp. Well, let us take it this way, Mr. Teague. 

The Cuarrman. I know actually what it is. But the truth of the 
matter is that it is interest, is it not? 

Mr. Camp. That is what I say. 

The Cuarrman. If that is true, why is the increase in the rate so 
important? 

Mr. Camp. Because we do not want to make them at this rate, 
because we get criticized about it. People do not understand it. 
Some real estate man, as Congressman Boykin said, had the feeling 
it was a 14% percent interest rate. 

The CuHarrMAN. But as far as your money is concerned, it is just 
an interest rate, is it not? 

Mr. Camp. That is right. 

The Cuarrman. Mr. Diggs has been trying to get a question in all 
morning. 

Mr. Dicees. Under your plan, if the FHA Commissioner were 
permitted to set a maximum rate substantially above the current 
market, did I understand you to concede a few moments ago that 
in the final analysis the maximum would be the minimum, and if 
this maximum rate were set—I thought I understood that in response 
to a question. 

Mr. Verser. I did not intend to say that. 

Mr. Camp. The policy statement we adopted in 1953 about this 
thing, setting a maximum rate and letting it go up and down, said this: 


* * * The rates would move up or down depending on market competition 
and would also be allowed to reflect geographical differences— 


and we know they exist— 


and they reflect the additional expense involved in handling a small volume of 
loans in smaller towns and rural areas. 

We take the position that no mortgage loan, whether it is guaranteed 
by the FHA or the VA is going to go at the same rate throughout the 
Nation at any one time. A small loan, for example, usually sells at 
a lower price than a large loan, because the expense of handling is just 
exactly the same, but you have more money invested. It costs more 
money for a company up east, a savings bank or a life insurance 
company, to come down into Alabama and make a loan. So usually 
the rates in the more remote areas are higher than in other centers. 
That has been the history throughout our country, and we do not 
think you can change that. But we do think if you would set a rate 
up here, it would fluctuate. In New England the rate might be there. 
In Alabama it might be here. But competitive forces would govern 
in the final analysis as to what each individual had to pay. 

Mr. Dieas. You do not think the pressures of the competitive 
market would move the rate up to the maximum, closer to the maxi- 
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mum? Maybe it would not be exactly the maximum, but it would 
be pretty close to it? 

Mr. Camp. Take Government bonds, for example. The price for 
those Government bonds is set by competition. That is, what are 
you willing to pay? So one day the price is 90. The next day it may 
be 92. The next day it may be 95. So in no other field in the capital 
markets are we trying to say what the interest rate definitely ought to 
be on a particular investment, except the VA field, and to a lesser 
extent the FHA field. Because if I recall correctly, the FHA has the 
right, under their act, to go as high as 6 percent. 

Mr. Dieas. Pardon me. What would you suggest that this maxi- 
mum permissible rate be? 

Mr. Camp. I have not thought of that, and I think a lot of study 
would have to be given to that. It is a question of whether you like 
that principle, that idea. If you like it, I am sure a lot of different 
people would advise on it. 

At the moment, as Mr. Vieser said, he feels that the 5% percent 
rate would be somewhat normal and would call for a par market, 
that is, where there would be no discount. Now, as to how high you 
would want to set it above 5%, whether you would want to make it 
5% and give a half a percentage point in there to let it fluctuate 
throughout the country—TI have not thought it that far ahead, and 
I do not believe these fellows have either. 

Mr. Visser. But the great problem is what is goiag to happen in 
the months ahead. We know that the demand has never been greater. 
People who want to build tankers, and suddenly there is a great need 
for tankers, come into my office and are willing to pay 6 percent for 
tankers; also insured by Government at 5 percent, incidentally. The 
Government now insures our tanker loans at 5 percent. No servicing, 
no cost, with a full cash guaranty; which is a much superior guaranty 
to the FHA at 5 percent. And yet they are not going to discounts or 
premiums. That happens to be a pegged market for that. 

Now, if this demand for schools and tankers keeps up, and you 
were to peg your rate, say, at 5, it might dry up the market again 
in a few months if this keeps on. And that is what we are trying 
to prevent. 

I cannot give you any assurance that a pegged interest rate will 
not make 1953 and 1955 and 1956 recur again. There can be no 
assurance on that, as long as it is pegged. 

Mr. Weaver. If I understood your testimony correctly, prior to 
the increase in the FHA rate, you were making VA and FHA loans 
in about the same ratio? Is that correct? 

Mr. Brown. I was. 

Mr. Camp. I would say about the same, half and half. 

Mr. Weaver. And then when the FHA rate was increased you 
only finished up the VA loans you had in the process of application, 
and so forth. 

Now, asuming there had not been any increase in the FHA rate, 
what would have been your attitude as to the continuation of both 
of those types of loans? 

Mr. Brown. I would like to clarify our position. 

Prior to the increase, we knew what amount of money we were 
going to put into the mortgage market. But there was a tendency 
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to put more and more of that into conventional loans and commer- 
cial loans of various sorts. And both the FHA and VA were toned 
down a little bit proportionately. The FHA increase enabled the 
FHA loans to become more attractive within the overall dollar 
allocation, as far as our company was concerned. 

Mr. Weaver. It was also mentioned, too, that about a third of your 
assets, the assets of your company, are in mortgages. 

Mr. Brown. I think we mentioned the figure for the life-insurance 
industry. Our company is slightly under that, around 29 percent. 

Mr. Weaver. Had there not been any increase in the FHA rate, 
and the VA rate were the same, where would you go as to the place- 
ment of your capital? Or would you rearrange your scheduled assets? 
What would be your thinking on that? In other words, if your rate 
stayed the same, where would you go for the money? Would you take 
the 4% percent? 

Mr. Baaw. No, sir. The market today really is not conducive to 
investment in mortgages as compared with the corporate securities 
that are available. 

Mr. Weaver. Would you go into the corporate securities? 

Mr. Brown. Certainly we are holding our own as far as percentage 
of assets in mortgages is concerned. It is not the time to increase it 
at all, and we are doing much better in the direct placement field, as 
Mr. Vieser also mentioned. Those loans bear 5 or 5% percent. And 
the costs are net. The gross and the net become the same. 

In the mortgage market, a gross rate of 5 or 5% is reduced by some- 
thing like 75 points to get at the net figure, because of servicing and 
home office expenses. 

Mr. Vieser. If the VA and FHA had remained at 4% percent, hous- 
ing starts would have taken a critical and dangerous dip. Because I 
do not think we could have made it up in the conventional loans even 
if they would have given us a higher rate. 

I think our funds would have been channeled much more heavily 
into corporates and direct placements. 

Mr. Weaver. And should the VA rate stay the same and not be 
increased, then we could anticipate probably a rearrangement of your 
schedule of assets to preclude some further capital coming into the 
mortgage field other than under the FHA rate? 

Mr. Vieser. If the rate remains the same and the money market 
continues as it is, or this trend continues, I do not think there will be 
much life insurance money in VA at 4%. 

Mr. Weaver. I just have one other question I wanted to ask you. 
I know it has been discussed. But on page 10 you made the state- 
ment that the expansion of the direct VA loans would be a threat to 
our general economic stability. Now, as an alternate, what would 
you propose other than the VHMCP? In other words, what would 
you propose if the VHMCP was not doing the job, to take care of 
the veterans that we have in rural areas, where companies such as 
yours do not make private money available? 

Mr. Camp. What we are pleading for is a flexible rate, or a rate 
that is responsive to competitive forces, so that a reasonable volume 
of money will continue to flow into V A loans. And, frankly, we do 
not know what alternative is, because that is our true and tried method 
that we have had in this country through the years, that supply and 
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demand must balance off. And if you peg one interest rate like a 
VA loan below the general market, then that segment is going to 
suffer. And we do not want the VA segment to suffer. We want to 
continue putting our money into VA loans. 

Mr. Weaver. If the VHMCP was not doing the job, then would 
you not agree that we must make or continue or perhaps expand in 
some way the direct loan program, so that the needs of those veterans 
can be served? 

Mr. Camp. Now remember, we are not talking about placing our 
money through VHMCP. Only a small part of life insurance money 
flows through VHMCP. When we plead about a free market, we 
talk about the loans we make on our own, day after day, without 
going through VHMCP. 

If we raise the rate, shall we say, and still cannot do the job with 
private money, you are asking: What will be the alternative? Is 
that it? 

Mr. Weaver. Yes. 

Mr. Camp. As I said a while ago, while we have not tried to estab- 
lish policy on a direct loan program, it occurs to us that if you will 
give us the tools to direct as much private money as possible to VA 
loans, then these emergency far away cases that you have to make 
direct loans for would be reduced to a minimum. So we would be 
working along with Government, trying to channel as much private 
money as we can, to reduce your job of having the real acute cases. 

Mr. Weaver. Now, this is not facetious, but why cannot your 
company make loans in those rural areas? 

Mr. Camp. We do. It happens that my particular company is a 
small company in Alabama and, as I testified a moment ago, in 1956 
we made loans in 60 out of 67 counties. But my company is a small 
company. The capital of this company is spread out all over the 
country. It is concentrated in certain areas more than it is in others. 
So we would like to have the market so that a lot of that money 
would flow down to my State. Because we cannot do it ourselves. 

Mr. Weaver. It seems to me that the insurance companies could 
get together and give some consideration to that. 

Mr. Visser. That is the very purpose of VHMCP. 

Mr. Weaver. We have had so many instances from the testimony 
here where they cannot get the VHMCP—— 

Mr. Visser. But let me say this, sir. It is a new program, and as 
soon as it came into being, the market went against the program. 
In my own case, we allocated a rather substantial sum of money to 
VHMCP for remote areas, and we are still buying them. But we 
have had to curtail, because of our sense of responsibility to our policy- 
holders. We have had to cut our VHMCP money almost in half, 
because the rate went against us. 

Now, there is no assurance that if the rate was not unpegged, all of 
the insurance companies would not take up almost all of the need. 
We do not say we are going to do a perfect job, but it is a real sincere 
effort on our part to lick a problem which we know exists in this 
country. 

I would like to make one point on that. In trying to do this job 
through VHMCP, keep this in mind: that the private lender trying to 
channel money through VHMCP through these remote areas, is per- 
mitted to charge a discount of only 2 percent. Because if we charged 
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more than that, then the veteran should get a direct loan. But with 
the present pegged rate of 4% percent, a discount of 2 percent is just 
so small, as far as raising that 4% interest rate up is concerned, that we 
are not having the same amount of money flow into VAMCP. Those 
who are staying with it now are really staying with it as a patriotic 
duty to try to get themoney. They are foal’ also that this Congress 
will do something about it to smooth out this whole problem. 

Mr. Weaver. Thank you. That is all. 

Mr. Boykin. You spoke about the rural areas, and you mentioned 
some in my district. Do they not pay up just as good as the others? 
Or do they pay better? Who pays the best? 

Mr. Camp. Our experience has been fine. We are mighty proud 
of those people in Alabama, because our delinquency record is just 
as good as the average of the Nation. And I do not believe any 
lender would say that the fellow in the small town does not pay as 
well as the man in the city. 

Mr. Boykin. I believe they do. Because they all know each other, 

Now, tell me this: How much money did you tell us the insurance 
companies had in these loans for veterans? All of the insurance 
companies, not just yours. I mean everybody, all of America, all 
of the insurance companies. 

Mr. Visser. We have veterans loans—in the amount of $7.3 
billion invested in veterans loans. That is 26 percent. So there 
must be about $30 billion, or $27 or $28 billion of veterans loans in 
the country, of which we have 7.3. 

Now, on the FHA we have 7 billion, which represents 36 percent, 
So there must be about $21 billion of FHA loans outstanding, of 
which we have $7 billion. 

Our total holdings of FHA and VA amount to about $15 billion 
in round figures. 

Mr. Boykin. That is a tremendous amount. Well, if anything 
should happen to the payments on these guaranteed loans, the Gov- 
ernment would have to take them over; would they not? 

Mr. Visser. They have guaranteed to do so. 

Mr. Boykin. They would be in the housing business; would they 
not? 

Mr. Vrusser. They have guaranteed a top limit of 60 percent, al- 
though in the early days it started at 40, and it went up to 60. In 
the FHA, they have a larger guaranty paid in debentures, and they 
can kind of hold the properties and rehabilitate them and collect rents 
and dispose of them over a long period as they liquidate the deben- 
tures. I think that is a very happy solution. 

Mr. Boykin. If we do put this interest rate up, and if we can, and 
if they want us to, do you think you would go right along like you 
have been doing on the FHA and VA? Do you think the insurance 
companies would go right along? 

Mr. Visser. I would say this: We like FHA-VA loans. That 
has been demonstrated. We want to buy them. And if you get a 
competitive rate, we will certainly stay in. That is my opinion, and 
the opinion of the industry. 

Mr. Boykin. What are you getting now for these outside things, 
not counting veterans? These home loans? 

Mr. Visser. A shopping center loan today that runs from $2 to 
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$2% million, which has long term leases of AAA credits, like Wool- 
worth, Penney, Sears—that type of loan I do not think runs under 5%, 
and I think probably you would find some going at 5%. I do not know 
whether they hit 6, but in that area. And you must remember, sir 
that to service that $2 million loan costs very, very much less than 
the servicing of all these little $10,000 loans. So that you have a 
double edged sword there, a much higher rate of return and a much 
lower rate of service. 

Mr. Boyxrn. If we do not put this rate up, you are just out of it; 
is that not right? 

Mr. Visser. We have evidenced that, sir, by practically pulling out 
of the VA market today. 

Mr. Boykin. It is the prettiest loan in the world, is it not? But 
I do not blame you. You spoke about this hidden interest. You 
do not want that to go on. It is going to backfire on you, sure as 
you're born. And it is making that interest rate come up. [| do not 
know who is getting it, but it ought to be stopped. And we ought to 
know just when you do sell a fellow exactly what he is paying. It 
ought to be on top of the table and not hidden. If we do not, it is 
going to get you and everybody else in trouble. 

Mr. Camp. That is right. 

Mr. Vieser. To go back to the conventional mortgage with a 
20-year payout where the borrower puts out one-third in cash, the 
rate is definitely 5% and 5% in America today. 

Mr. Camp. In addition, Mr. Boykin, we invest our money, as 
pointed out here, in what we call directly placed loans. Where a 
corporation wants to borrow money for expansion or something of 
that kind, rather than float bonds that corporation will go to an insur- 
ance company, and you just make the loan directly. ‘Those loans are 
made now. They are in big amounts, and they are no expense to 
service and handle. They are bringing 5%, 5%, and 5%. So that is 
what we are pointing out to you, we have a pegged rate here on this 
VA loan that is making it diffic ult to get its share of the funds. 

The CuarrMan. If that be true, what you have just said, then how 
can we expect you to put money into housing even if we increase the 
interest rate. 

Mr. Camp. Well, as Mr. Vieser pointed out, the life-insurance com- 
panies, like to put money in housing. There are a lot of reasons for 
it. But traditionally, a big part of “their investment has been in the 
homes of this country. 

Mr. Visser. I would like to give another reason. It is very good 
business, and it is a very thoughtful and prudent way to manage a 
portfolio. Obviously, it would be the height of imprudence to put a 
hundred percent of our funds in tanker loans or shopping centers. 

The CuatrMAn. What possibility is there of these other demands 
being satisfied, where money would come back to housing? 

Mr. Vieser. I personally feel the demand for capital funds never 
was as high as it is this time. 

The CuatrMan. How long will that last? 

Mr. Visser. I cannot foresee any lessening in the near future. — I 
do not want to go beyond 6 months or a year. I cannot foresee any 
lessening in the immediate future. The demand that comes into our 
office is just gigantic. Never has the economy been so dynamic. 
Everybody wants to build a factory, a shopping center, a tanker, or 
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something. And apparently the need is there. I do not know. It 
is just really bubbling. ; 

Mr. Brown. That certainly is the experience with our compan 
that we cannot see at this time a situation where the demand vould 
not exceed what we have available to invest. 

Now, you cannot look too far ahead, but there are certainly no 
signs that that is ta ering off at the present time. 

Mr. Camp. Mr. Race, I would like to be sure and emphasize 
that point: that the basic logic back of our statement is not for higher 
interest rates. We are saying: Can’t we work out some mechanism 
where it will go up and down, so that it will stay eompetitive?. We 
are not trying to argue for high interest rates for everyone, It ig 
just. to let it. adjust to whatever it needs, 

The CuarrMAN. Do you consider an increase in interest rates 
inflationary? 

Mr. Camp. No, sir. I think it is exactly opposite. 

The CHarrMan. What do you predict in discount points in the 
next year? 

Mr. Camp. On what, now? 

The CuarrMan. If we increase the interest rate. 

Mr. Camp. Well, right at the moment, on the 5 percent FHA loans 
that we are making, we are taking them ‘at 99, which is a 1-point dis- 
count, and in addition we get the 1 percent fee that is permitted in 
the mortgage, the closing fee, and so forth. So you might say we are 
ge tting 2 2 points. 

The CuarrMan. Where are you doing that? What part of the 
country? 

Mr. Camp. In the Southeast. In Texas, now, we are making only 
conventional loans. We are making a good many conventional loans 
in Texas, but we are not making either FHA or VA. We are trying 
to confine those to those a little closer to us, because we are a relatively 
small company and have to do some things some others would not 
have to. But on the FHA loans we are making in Alabama, Mr. 
Boykin, we are taking them at 98, 1 point discount, and 1 point for 
the fee that is permitted in the act. 

The CuHarrMan. What do you predict for the next year, on discount 
points? 

Mr. Camp. I know I am not smart enough to predict too far ahead. 
I know at the moment our economy is going at a roaring speed. 
How long that will last, I do not know. Somewhere along the line 
it will go the other way, and interest rates will go back the other way, 
And we are just as anxious at that time that the interest rates on 
FHA and VA loans go down, because we do not want to pay premiums 
on them. The borrower does not get that premium. So we are 
anxious that the rate adjust itself, so that the borrower will get the 
full benefit, won’t have to pay discounts, and if there is any premium 
he will get it in a reduced interest rate. 

Mr. Boyxry. In other words, you are just telling us that unless 
this is raised to meet the competition of your other customers, you 
will just have to get out of this business. And I do not see any way 
how veterans could get it. They have been getting 40 percent of it, 
I believe you said. Is that what you are telling us? 

Mr. Camp. One-fourth of the veterans’ loans have been made by 
life-insurance companies. That is, not made. Those outstanding 
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now—the life-insurance companies own one-fourth of them; 26 percent. 

Mr. Weaver. You stated a moment ago you would prefer an 
increase in the interest rates instead of dealing with the discount. 

Mr. Visser. Yes, sir. 

Mr. WEAVER. Now, does your company, on straight construction 
loans for 1 of these shopping centers—or supposing the party to the 
agreement wants to pay that off in 3 to 4 years, and it is a 25-year 
loan or 20-year loan—do you charge penalties? 

Mr. Visser. We are much more restrictive than that, sir. On 
these large loans, we do not have any repayment for that period. 

Mr. Weaver. Well, on 25- or 30-year loans. There is no penalty 
back to the maker or borrower? 

Mr. Visser. Right now our large conventional loans, like the 
shopping center you mentioned, at 5% or 5%, are at par. 

Mr. Weaver. On the loans you make, are there any penalties if 
they are retired prior to the maturity date? 

Mr. Vieser. Yes, sir. 

Mr. Weaver. Is that not the same as adding interest? I know 
you have handling costs. 

Mr. Visser. No, sir. We are very restrictive on that. And that is 
one of the reasons the FHA—VA is so uncompetitive. We can be 
called in 30 days. It can be paid off in 30 days. On the large loans, 
we want years before it can be paid. 

Mr. Boykin. How much would it save if you did exactly what you 
suggested there? If we wanted to do away with the VA and FHA? 

Mr. Vieser. We recommend that, sir. 

Mr. Boyxin. What would that save? 

Mr. Visser. We cannot tell in actual dollars. 

Mr. Boykin. What percentage? Would it save a lot of money for 
the veteran? 

Mr. Visser. In my opinion it would save a lot of administrative 
costs and underwriting costs. 

Mr. Camp. You see, at the moment, Mr. Boykin, when a builder 
wants to build some houses, he applies to the FHA and he applies to 
the VA, and both of those agencies do inspecting, appraising, issuing 
commitments, so we are just duplicating the work 

Mr. Boykin. And the cost. That is the important part. 

Mr. Camp. Yes. 

Mr. Boykin. Well, we have to do something for the veterans, 
gentlemen, and we just want your suggestions. And it has been 
fine. 

The CuarrmMan. The committee certainly appreciates your com- 
ing down. I had a number of other questions I wanted to ask, but 
we are not going to have time to do it. 

Mr. Visser. I want to thank you very much for this opportunity. 

The CHarrMan. We are trying to call on every phase of the indus- 
try from A to Z to try to find the answer to this problem. 

Mr. Camp. You are doing a wonderful job. 

Mr. Visser. May I suggest if you have any questions you might 
write to us and ask us to come down. We will be glad to do so. 

The CuatrMan. The committee will be adjourned until 10 o’clock 
tomorrow. 

(Whereupon, at 12:20 p. m., the hearing was adjourned until 10 
a. m., Wednesday, January 30, 1957.) 
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WEDNESDAY, JANUARY 30, 1957 


Housr OF REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
356, Old House Office Building, Hon. Olin E. Teague, chairman 
presiding. 

The CuarrMan. The committee will come to order. 

Without objection I will insert at this point a letter from the 
United States Chamber of Commerce. 


CHAMBER OF COMMERCE OF THE UNITED STaTEs, 


Washington D. C., January 29, 1957. 
Hon. Ouin E. TEAGUE, 
Chairman, Veterans’ Affairs Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. Teaacue: The principal concern of the Chamber of Commerce of 
the United States in housing is that the people in the United States should have 
the best housing that we can afford under our free, private, competitive enterprise 
system. 

So as your current hearings progress, we submit these two basic views: 

1. The national chamber favors flexible interest rates for Veterans’ Administra- 
tion guaranteed mortgages, because we believe this arrangement is necessary to 
assure the availability of adequate investment funds to finance needed housing. 

2. There should be early withdrawal of Government competition with private 
sources in the lending field and persistent reduction in the scope and power of 
Government lending agencies. 

The supply of money which is available to veterans and all other Americans 
for housing mortgages is principally influenced by these factors: 

1. The supply of savings. 

2. The demand for savings for use in home mortgage, industrial, commercial 
and public works investments. 

The basic sources of mortgage money are the millions of individual savers 
who have investments in 103 million life-insurance policies, 18 million savings 
accounts in savings and loan associations, plus the many additional people who 
have savings in commercial and savings banks, pension funds and other collecting 
points for investment funds. This is indeed a broad base of American people 
whose private decisions to save or to spend are influenced by the climate for saving 
a part of their incomes. 

Only part of the savings of these millions of Americans can go into mortgage 
loans for housing. The Congress should stimulate the supply of money that 
flows by free individual choice to investment in home mortgages, by creating 
maximum competition among investors. Maximum competition can best be 
stimulated by permitting flexible mortgage interest rates on Veterans’ Adminis- 
tration guaranteed mortgages. 
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The stable growth of housing is important to veterans and to all other Americans, 
It is important, too, that our Nation have a stable growth of job opportunities 
for all people seeking employment. 

Job opportunities are directly connected to the present high level of investment 
in industrial and commercial construction and equipment. 

While this desirable investment in job opportunities has been taking place, 
city and State governments also have been competing for funds to provide our 
cities with the water, sewers, streets, schools, parks, playgrounds, highways, and 
other public works which are necessary to give balance to the growth of housing 
and industry and commercial facilities. 

The competition for money to finance these programs has been keen. The 
fixed Veterans’ Administration interest rate of 44% percent on Veterans’ Adminis- 
tration guaranteed mortgages has had the effect of discriminating against veterans 
by keeping them out of the free market competition for mortgage funds, This 
discrimination can be ended by permitting the rate to be flexible as was intended 
by the mortgage guarantee program when it was originated in 1944. 

It is important to recognize that the 4 percent rate set in 1944 was the free- 
market rate at that time. 

The supply of savings available for investment then was large. The war- 
generated national income was very high and consumers were restricted in their 
spending. Under these conditions, competition among lenders to place the loan- 
able funds was strong and mortgage interest rates were bid down. 

It is of great importance to our Nation that the free market for mortgage money 
and for the exchange of all other goods and services be maintained. The free 
market is a vital element of our free, private, competitive enterprise system. 
this system cannot be segmented and survive. 

The concepts behind this system—human individualism and limited govern- 
ment—are the very things our veterans of all wars have fought for. 

Direct lending by the Federal Government competes with private lending 
institutions. This moves in the opposite direction from the type of incentive 
arrangement needed to stimulate savings and ultimately produce more housing. 

For these reasons, the national chamber urges the Veterans’ Affairs Committee 
to provide for flexible interest rates and the elimination of arrangements for 
direct lending. 

I would appreciate it if you would make this letter a part of the record of your 
current hearings. 

Cordially vours, 
CLARENCE R. MILEs, 
Manager, Legislative Department. 


Our first witness this morning will be Congressman Albert Rains 
from Alabama. 
Albert, we are very pleased to have you over here. 


STATEMENT OF HON. ALBERT RAINS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ALABAMA 


Mr. Ratns. Thank you, Mr. Chairman. 

I am glad to be here. 

If I may, I have a brief prepared statement here that the boys in 
my subcommittee helped me get up. I would like to read it and then, 
if. I can, answer any questions. I do not profess to know all there 
is to know about it, but I will be glad to try to answer any questions. 

The CuatrmMan. Go right ahead. 

Mr. Ratns. I appreciate this opportunity to discuss my proposal 
to use a portion of the World War II Veterans’ national service life 
insurance fund to support the GI loan program. 

I am sure you gentlemen will remember that last year I came before 
your committee in support of a bill along this line, and later we had 
considerable testimony in the Banking and Currency Committee on 
the same proposal. I believed for a good many years that this was 
a fair, equitable, and just way to provide some funds for the Gl 
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home loan program, and it has appeared to me to be just and equitable 
for many reasons. 

First of all, the need for funds is urgent, if the program is to go 
along. It is absolutely imperative. And tbe second is that I cannot 
get away from the thought that you cannot say this is any other 
kind of money than GI money. Because it belongs to the veterans 
of this country. It is not Government funds. It is money due to 
them in the national service life insurance fund. And I have always 
believed if you could carry on their housing program with a guaran- 
teed mortgage, first of all it would provide the houses which they so 
desperately need and want, and secondly it would provide even an 
increase in the national service life insurance trust fund. 

The need for supporting the GI loan program is no longer an issue 
for academic debate. The administration’s action on December 4, 
increasing the FHA interest rate to 5 percent, literally cut the ground 
from under the GI loan benefit. Unless Congress takes some action, 
the GI loan bill will be an unobtainable commodity, to the detriment 
not only of the prospective veteran home buyer, but also the very 
health of our Nation’s home-building industry, which must have the 
credit support of the GI loan program to maintain its drive and vigor. 

I am convinced that investment of a reasonable portion of the 
NSLI reserves provides an ideal instrument to meet the emergency 
credit problems of the present. 

Moreover, I am convinced that it is an essential step whatever 
your committee may ultimately decide to do about the GI interest 
rate. Frankly, I share your reservations about the wisdom of raising 
the GI interest rate and thus saddling veteran home buyers with the 
burden of higher interest payments. 

I remember back in the spring of 1953 when the administration 
raised the interest rate from 4 to 4% percent, that there was no notice- 
able increase in the availability of GI financing. Indeed private 
investment for GI loans did not become really abundant until a year 
or so later when the 1954 economic recession found lending institutions 
with an excess of investment funds which needed outlet. 

Now, that is not guesswork. That is an actual fact. That is what 
happened when we raised it by one-half of 1 percent. It did not get 
the funds into the GI loan program until more than a year after, when 
certain recessions came in, and they had plenty of money and went 
into tt market again. Of course, there is some argument made that 
it takes considerable time to reflect itself in a small increase in interest 
rate. There may be some justification for that, but certainly that was 
not the experience we had when we first raised it. 

In the last analysis the decision on the GI interest rate is in your 
hands. But whether you decide to maintain it at its present 4% 
percent rate or reluctantly decide that market factors dictate the 
need for an increase to 5 percent, I submit that the investment of 
NSLI reserves should be authorized by the Congress as a most 
desirable means of supplying support to the GI loan benefit. 

Because the mortgage credit problem, in my judgment, is now 
approaching a stage of crisis, I think that the NSLI proposal as 
embodied in H. R. 2236 which I introduced on January 7, might well 
be modified somewhat. I think that in addition to authorizing the 
use of the fund for the over-the-counter purchase of GI mortgages, 
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the Secretary of the Treasury should be authorized to issue commit- 
ments to purchase such loans, and I think that is important. I believe 
this to be essential in order to encourage the construction of new 
houses for veteran buyers. 

Now as to the amount or percentage of the NSLI funds to be used. 
In H. R. 2236, I suggested the use of 20 percent of the fund which 
would make available approximately $1.1 billion. In another bill, 
H. R. 3081, an omnibus emergency credit bill which was referred to 
the Banking and Currency Committee, I suggested a figure of a flat 
$1 billion. 

Mr. Suurorp. I would like for you to detail this statement a little 
more, if you care to: 

I think that in addition to authorizing the use of the fund for the over-the- 
counter purchase of GI mortgages, the Secretary of the Treasury should be 
authorized to issue commitments to purchase such loans. 

If you will elaborate on that a little, I would appreciate it. 

Mr. Ratns. Well, it is the experience of anyone in the home- 
building business—in fact, if you follow this legislation through the 
Congress, the same thing is true—that unless you have some kind of 
advance commitment on the deal, and if the builder must first build 
the house on his own funds, without any advance commitment of any 
type, the program just bogs down. We have had it in FHA. We 
have had it in all the other housing programs. And unless we have 
made advance commitments to him, we have not been able to do 
anything with him. 

I understand other bills would propose using a larger sum by 
authorizing the use of 25 percent of the fund reserves. Frankly, 
I don’t think that the exact percentage is a crucial factor. Any of 
these three proposals would accomplish the essential purpose which is 
to furnish immediately a solid stratum of secondary market support 
which the GI loan will need in many parts of the country, whether or 
not a 5 percent interest rate should be recommended by your 
committee. 

While I am delighted to see that other Members of Congress are 
in agreement with my basic proposal as shown by the numerous 
bills which have been introduced to use the NSLI fund in various 
ways, there is one aspect of the problem on which I would like to 
comment specifically. I have noticed that bills alternative to mine 
contemplate that any increased earnings enjoyed by the NSLI fund 
would inure not to the World War II veteran policyholder but to the 
Treasury, and hence to the general taxpayer. 

Now, I do not think that is right. The simple truth of the business 
is that this money that is in this trust fund is not Treasury money. 
This money that is in this trust fund is the money of the veterans of 
the United States. And I do not think any profit which inures from 
it should go to the Treasury of the United States. I think it ought 
to go to the trust fund of the veterans and then be paid out in in- 
creased dividends to the policyholders. 

Under both H. R. 2236 and H. R. 3081, the increased earnings 
would go directly to the benefit of the fund. To my mind this is 
only fair and proper. After all the reserves are the property of the 
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World War II veteran policyholders, and accordingly it seems to me 
that they should benefit from any increased earnings. As a matter 
of fact, I think this is one of the basic virtues of my proposal. B 
increasing the average earnings of the fund—at absolutely no ris 
to the fund—veteran World War II policyholders would benefit by 
lower premium payments or by higher dividend refunds. 

I think it oan be emphasized that my bill would direct funds to 
the support of guaranteed loans in areas where discounts are most 
burdensome. 

From an examination of other bills on the subject, including a bill 
by the distinguished chairman of this committee, I observe a ieee 
to use a portion of the NSLI funds 1n order to make direct VA loans 
in the rural and less populous areas where the VA direct loan program 
operates. 

I certainly have no opposition to such a proposal. The simple 
truth is that I was either the first or one of the first to introduce in 
1949 a direct loan program. 

In 1955 I also introduced legislation which would provide for the 
use of NSLI reserves for investment in both guaranteed loans and in 
direct loans. 

So the proposition to use NSLI funds for investment in direct loans 
certainly has my endorsement. However, I don’t think that we 
should let preoccupation with the problems of the VA direct loan 

rogram obscure the fact that the great emergency of the present is 
i to provide immediate and tangible aid to the general guaranteed 
GI loan program which operates countrywide. In this connection, 
of course, I have in mind the fact that the VA now has on hand a sub- 
stantial sum to provide for direct loans in eligible direct loan areas, 
although I recognize that your committee has serious criticism over 
the way the VA direct loan program is being administered. 

In authorizing the NSLI investment program, I am convinced that 
Congress must once again come to grips with the vexing problem of 
discounts. As much as most of us dislike discounts in connection 
with Government-supported housing loans, we must recognize that 
the facts of the mortgage market require some form of discounting 
process since that is the only means by which the market price can be 
adjusted for a mortgage obligation which carries a fixed contract rate. 

What I am saying is that as much as we like to outlaw discounts 
completely—this committee has had some experience with that in 
the past, and you know that you just cannot say all discounts are 
disallowed without tying the market on mortgages up completely. 

But the sanctioning of excessive discounts, and they are having 
them all over the country, is a horse of a completely different color, 
and I consequently recommend that any NSLI legislation be accom- 
panied by a section authorizing and directing the VA Administrator 
to control discounts within a reasonable limit. Discounts of a mod- 
erate amount could well be absorbed by the builder, but when they 
become excessive the pressure is inevitable to pass the cost on to the 
veteran home buyer, if not through a higher reasonable value obtained 
from the VA, at least indirectly by a deterioration in the quality of 
construction so that the builder can cut costs to offset the amount of 
the discount. So it has a lot of bad angles to it. 
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In closing I would like to inject a note of urgency, from both the 
viewpoint of the veteran home buyer and the viewpomt of the housing 
industry. 

Last year saw the housing industry in a state of protracted decline 
which was inevitable under the relentless strangulation of credit 
under the tight money policy. From a level of more than 1.3 million 
housing starts in 1955 we saw a decline last year to approximately 
1.1 million dwelling units. And unfortunately the road ahead seems 
to point further downhill as the mortgage crisis intensifies. 

The administration’s tight money policy, with its inevitable upward 
spiral in interest rates, is threatening a drastic fall-off in home con- 
struction. This not only will deny our people the housing they need, 
but also could put a damper upon the prosperity of our entire economy, 

We cannot sit idly by and see the crippling of an industry so vital 
to our economy and social needs. I think the Congress must enact 
legislation of an almost emergency character to bring the necessary 
relief. 

And I think I should say to you gentlemen that the House Banking 
and Currency Committee expects, on I believe February 4, Monday 
next, to move into a different. facet of this particular crisis, having 
to do with the Federal National Mortgage Association, in an effort 
to bring some emergency mortgage relief to that segment of the home- 
building economy, and we hope to bring out some kind of a fast. bill 
on that in the next week or so from that committee. And I hope 
that you will be able to resolve all of the problems connected with this 

articular one, and the interest rate, and so forth, and that we can 
ring to the floor something in support of the VA program. 

The CHatrman. Albert, I have something before me by Bankers 
Research, 331 Madison Avenue, New York, which says: 

What he neglects to point out is that if national service life insurance is forced 
to purchase VA loans it must dump its Treasury issues. It would take substan- 
tial losses on these, losses hardly calculated to improve premium rates or insurance 
dividends. 

Such action would further—and suddenly—depress the bond markets and would 
raise yields and financing costs all along the line. Jt would ereate a surge of 
inflation, hurt everyone under the guise of helping a special group * * *. 

And then yesterday, Albert, in the statement presented in behalf of 
the American Life Convention and the Life Insurance Association of 
America, they said that if the NSLI funds are used it is evident that 
to obtain this money the Treasury would be forced to liquidate a 
portion of its current holdings of United States Government securities. 

Here again we face the question of which investor or group of investors would 
absorb these securities. The experience of the Government securities market in 
the past several months indicates that liquidation of bonds by NSLI in sizable 
amounts would exert a depressing effect on the prices of Government securities. 

Would you care to comment on that statement? 

Mr. Rains. Yes, Mr. Chairman. 

He gets down to the basic question of whether or not home building 
and the right of the American people to own a home is as important 
as is installment buying of automobiles or appliances or some other 
matter. In other words, the present policy with reference to home 
building in this country and home ownership, in the last year, seems 
to hold that that industry—and when I say “industry” [ am not talk- 
ing about the home builders exactly, but I mean the entire business of 
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building and owning homes—it is expendable, sure. The money which 
would go into this bill, if it were passed, is presently in Government 
bonds. That is true—at a lower rate of interest than 3 percent. Ido 
not know the exact figure. 

The Treasury already is engaged in the business of refunding the 
national. debt about every 90 days. And that is one of the serious 
things that has brought us to the trouble we now face. 

I do not want to get into an argument over the tight money policy, 
except to say this: that argument has been before the Banking and 
Currency Committee for many, many years, and I have had the Secre- 
tary of the Treasury and other people sit in this witness chair before 
that. committee and try to tell me that the Government of the Uuited 
States does not set the interest rate in this country. 

It all grew up when the Secretary of the Treasury first issued his 
first 3 percent Treasury bond, which was oversubscribed some 5 or 6 
times over. They said that it was needed to set. it at 3 percent, a 
fantastic figure at that time, in order to get the subscription. 

Yet the record shows that it was oversubscribed many times over. 
Therefore it was not necessary to set it at the high rate of 3 percent. 
And the contention is that interest rates in this country find their 
level in the money market. 

Well, I wish I could believe that, but my years here on the Hill 
make me know that with the Government as deeply in debt and as 
heavy in financial obligations as our country is—that the actions of 
the Government of the United States set the interest rate, and it is 
not set in the open market, as bankers and a few more people who 
support that theory would like to have you believe. 

In other words, we come down to the point of whether or not we 
want to use money that rightfully belongs to the GIl—keep that in 
mind also—not Government money—to help him carry on a program 
which he desperately needs, or whether we should keep that money 
at a lower rate, in lower securities, and let him suffer. For instance, 
in my hometown there has not been a GI loan in over 60 days of any 
type. It simply means the complete exclusion of the program. 

Some say that if you raise the interest rate a half of 1 percent, it 
will start it back. I have said many time that I recognize the disparity 
between a 5 percent FHA loan and a 4% percent GI loan. And I 
never have made up my mind completely that that is a terribly great 
issue for us to fight over. Because I am convinced the record shows 
in the past that if you do it you won’t get any money other than a 
small amount to begin with, and that will be the end of it. The next 
thing they will want 6 percent and on and on and on. This might 
seem like heresy for me to say this, but at one time we had insurance 
companies and other people who were saying that no loans could be 
made until the interest rate went up. The Congress moved in with 
a very hefty program of Federal aid to the industry, and when they 
saw that they could not wait longer for the increase in interest rates, 
they moved back into the market. 

You know, after all, the people who handle this money are more 
interested, it seems to me, in the continual increase of interest rates 
than any other one thing 

I think that money, Tike anything else, must bear a reasonable 
profit to the one who ends it. But when you come to the point that 
it is a continual spiral—I was interested in what that statement had 
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to say about inflation. What kind of inflation is this? Even though 
the national debt has not been increased the interest rates have been 
increased, the total amount of interest per year paid on the national 
debt has increased to about $2 billion a year. Is the increase in interest 
rate not inflationary? What did that $2 billion buy the American 
people? Not one single item. Nothing. And so when you keep 
increasing interest rates, you are moving into truly a field of inflation. 
And that is what happens if we do not do something about this home 
loan program. 

I mentioned a moment ago we hope—we do not know, but we hope— 
to be able to put FNMA, Federal National Mortgage "Association, in 
a position to do a real job with large sums of money. Of course, as you 
know, it is not money out of the Federal Treasury of the "United 
States. It has never cost the Federal Government one single dollar, 
the operation of FNMA hasn’t. But I think we should utilize these 
Government aids to carry on a program as essential to the people of 
America as home building. 

The CuarrMan. Any questions? 

Mr. Boykin. I just want to say I think it is a great statement. 
I am sorry I was not here when Congressman Rains came in. He is my 
kinfolk, you know. He is from McIntosh, Ala. 

Mr. Rarns. I am highly honored to be here before your committee. 

Mr. Boykin. You made a great statement. And I think you are 
entirely right. We had quite an argument yesterday with our friends 
from the insurance companies, and some of us on the committee 
brought up this bonus of 10 percent, and the 4%, and then it was 
recommended that we put it up to 5. We had more of our members 
here yesterday than we have today, and I wish we had them all 
here today to hear your statement. But our boys from home said 
it was just costing them a 10 percent bonus. 

Mr. Rarns. When you say “bonus,” you mean discount, excessive 
discount? 

Mr. Boykin. That is what it is. 

Mr. Rarns. Of course, it is highway robbery in some places. 
When we took our subcommittee all over the United States, we ran 
inte excessive figures. I think Congressman McDonough is to be 
here next, and he knows something about it. And what amazes me 
is that the money shortage, for instance, is as great in places like 
California and other places of that type, almost, Mr. Chairman, 
as it is down in my State of Alabama or your State ‘of Texas. 

There has been, of course, as to the VA loan program, great diffi- 
culty in some of ‘the rural ‘sections of the country. Many of my 
districts only have 6 or 7 loans in the entire county, because of the 
unavailability of shinirtalas credit over all the years. Not that the 
veterans would not like to have the loans, but they could not get the 
money at any type of discount. 

Mr. Bork. They cannot now. 

Mr. Rarns. Which leads me to say one thing. You are dealing 
with the direct loan program. And I judge that the Administration 
would not favor a direct loan program. I do not know that, but I 
assume that. I have been amazed, I think I should say to this 
committee, and I know you have, that there has not been any utiliza- 
tion of the direct loan program which this committee put out last year. 
If I might ask a question, what is the situation with reference to the 
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amount of money in the direct loan program still unused? Does 
anybody have the figures on it? 

he CHarRMAN. Yes, we had quite a little session on that. There 
is plenty down there, somewhere around $212 million. I had a letter 
yesterday from down in Virginia sending me a letter that came from 
the VA saying there was no direct loan money to be used, and yet 
Mr. Stone told us he could not get rid of the money he has. 

Mr. Rains. That is one reason why I think it would be wise for 
this committee, in its deliberations and in its wisdom, to consider the 
guaranty feature. Because you want something, of course, that the 
Administration will operate and see that the money gets out, because 
it is urgently needed. 

I just wonder if they use this if they put it in the direct loan program. 

Mr. Ratns. We have got to change something. 

Mr. Wuirener. In line with what Congressman Rains just asked, 
I believe Mr. Saylor brought out that over the period of time there 
have been some 910 millions allocated from time to time which could 
have been used for direct loans, and only a total of 50 millions over 
that period were actually used in direct loans. 

The CuarrMAN. I am not sure his figures were correct, but the 
point is that they had money which they could have used. 

Any other questions? 

Mr. Curistropuer. Mr. Chairman, I would like to ask Congress- 
man Rains; first, referring to the statement that he made that this 
committee should seek to control discounts within a reasonable limit: 

I wonder just what the Congress thinks would be a reasonable limit 
on discounts? ; 

Mr. Ratns. Mr. Christopher, it is impossible to set a certain figure 
that would be allowable on discounts, because in the various areas of 
the Nation, in the usual trade of the mortgage market, even ‘under 
good circumstances, there is a variance in the amount of discounts 
that are charged and that are allowed. For instance, the discounts 
are naturally a little bit higher in my section of the country than they 
would be around the metropolitan centers, the financial centers, of 
the country. 

I think it is about right to say that somewhere around 2 percent, 
a 2.0 change in it, is usually a good balance. I do not think you 
could write into law, however, that it should be 2 points, but I do 
think you could write into law restrictions about the loans being 
guaranteed in areas where the discounts are excessive. 

Mr. CuristopHer. I would hate to see this committee approve 
discounts at any rate. 

Mr. Rarns. Well, we tried that one time. 

Mr. CuristopHer. I would hate to set a precedent. 

Mr. ‘Rats. We went through that one time. We tried’ that ‘in 
the Banking and Currency Committee. But the money market is 
such that you cannot completely eliminate it. If you do, you elimi- 
nate transactions. 

I agree with the thought, though. I would like to see it totally 
eliminated. But, as a practical matter, I do not think it can be done 
totally and completely. 

Mr. CuristopHer. Who in your opinion, Congressman Rains, 
eventually pays that discount? 
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Mr. Rats. Well, I think, for instance, if we are dealing with 
the GI loan, I think it is the veteran who either pays in increased 
amounts—it is passed on to him finally. The home builder usually 
pays a part of it. And the GI either gets it that way, either in in- 
creased payments or in shoddier construction, one way or the other. 
So I think it is the GI that pays for it in the long run, in the great 
percentage. 

Mr. CuristopHer. I want to compliment Congressman Rains on 
his statement. I think it is as good a one as I have ever heard. I 
agree with him. 

Mr. Rarns. Thank you very much, Mr. Christopher. 

I was thinking of one other thing. I believe the limit on direct 
loans now, as to the amount, is $10,000. Is that not right? 

Mr. Lone. Yes. 

Mr. Rarns. Do you not think, Mr. Chairman, it might be well if 
that amount were increased up to $12,000 or some other figure? That 
that might help the situation? 

The CHarrman. Yes. Mr. Ayres has proposed that. 

Mr. Rains. Gentlemen, I appreciate you letting me come before 
you. You have my sympathy. 

Mr. Ayres. Before you leave: All of the testimony that we have 
had to date from the private lenders contradicts your statement on 
page 2, where you say: 

Indeed private investment for GI loans did not become really abundant until 

a year or so later when the 1954 economic recession found lending institutions with 
an excess of investment funds which needed outlet, 
All of the testimony we have had from the VA and the lending insti- 
tutions shows that within a 6-month period there has been a decided 
increase. They had charts up here, as you recall, Mr. Chairman, 
showing how it had increased. 

The life insurance people yesterday said it took about 6 months for 
the ball to. get rolling, but when it did there was a decided trend. 

Mr. Ratns. Yes. They tried to say that before my committee on 
a good many occasions. But having been so constantly in contact 
with them, they were not too successful with it for this simple reason. 
I mentioned the fact that they used the excuse that it takes some time 
for the ball to get started to rolling. The simple truth is that the ball 
never did get started to rolling until a recession generally came across, 
and they were looking for places to put their money in 1954. Of course, 
you can show that later on, because money did get more plentiful, 
it is true; but not as a result of that rate. In other words, with the 
increase in the interest rate, the loans are now begging to be made. 
They are in the pipeline. They are now ready. And if their conten- 
tion is true that an increase in interest rate would help, why would it 
be necessary for it to wait 6 months, as it did before, before it showed 
even the slightest upgrade? The simple truth is that right now there 
are thousands of loans in the hands of brokers right ready. One man 
in my hometown called me and said, ‘‘I have 16. I can’t get a dollar.” 
Tf that is all that is holding it, why should it take 6 months as it did 
before? 

lt is one of thosa things that it did not get a result until the general 
turndown in the money market made more credit available across 
the board. 
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Mr. Ayres. You say at the present time you are getting calls, 
Albert, from lenders saying, ‘‘We will have the money available’? 

Mr. Rains. No, I did not say that. There is no need to wait if 
the increase in the interest rate would make the money available as 
these people say it would. Why take 6 months to get it rolling? 
Because there are thousands of loans completely processed right new. 
But you cannot get one of them to say that money will be available 
immediately or that it was. 

Mr. Suurorp. Will the gentleman yield at that point? I would 
just like to make a comment that yesterday, in talking to the life 
insurance people, they stated that in this time from December 4 until 
the present date, approximately 2 months, they have been unable to 
find out whether or not the 5 percent money from FHA has been of 
any assistance in making loans. The time was too short for them to 
find out. And it occurs to me that they could certainly, within that 
length of time, find out whether or not the loans were increasing in 
any appreciable amount, or whether they were not. 

Mr. Ayres. But you will recall they also testified that they had 
removed themselves from the market. Then when the interest rate 
went up, they authorized their various companies throughout the 
country to get back into the market. 

Mr. Suurorp. I will agree with the gentleman that particularly 
the insurance companies had made reductions. But, still, within 
the 2 months period there had been no rush, with the increase in the 
interest rate to 5 percent, to get the loans or process the ones that 
were already on file. So I do not know how long it is going to take 
them to find out whether the program is advantageous or not. It 
looks like 2 months would be sufficient. 

Mr. Rains. Here are the VA charts of how long it took before. 
We passed the interest rate increase along about June, as I recall it, 
of 1953. There were somewhere like 25 down here then. It was 
late in the fall of 1954, a year and a half later, before they hit the 
peak up here, which they talk about. And even then they did not 
hit it for another 2 years., So I do not understand. They. must 
think we have very short memories. Because as a simple fact it did 
not go into effect for more than a year to where it had any decided 
increase. 

Mr. Ayres. Of course, percentagewise, those were new homes and 
the planning was down that winter for the starts in the spring, and 
many of those were not closed out until the following spring and 
summer. 

Mr. Rains. The same situation prevailed, and I can remember it 
very well, then, that prevails now: that builders were screaming for 
funds. They had the houses built, the loans already processed, 
ready for the money to go into effect. And it did not come. It did 
not come at all until the downward trend, or I should say the bettering 
trend, for mortgage credit generally across the country took place a 
year and a half ago. I should like to say again I am not arguing 
against the increase in the interest rate here this morning at all. I 
do not think it amounts to anything. And I think that if you pass the 
increase in the interest rate, the only thing you will.do will be to put 
VA on a parity with FHA. But I do not think it will get any money 
in the till. And that is what the experience shows. 
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Mr. Ayres. Albert, you have had probably more experience than 
any Member of Congress in this housing field, and you have been here 
a long time. In your judgment, do you think the Congress of the 
United States will vote an increase? 

Mr. Rains. That is a hard question. I do not know that. 

I will say this. It is true that the VA loan at 4% percent and the 
FHA guaranteed loan at 5 percent, since the administration raised 
that, makes the position of the VA loan untenable. But I do not want 
anybody to get any idea that we are doing anything for the veteran 
in the way of getting money for him just because we raise that interest 
rate, if we do, up to 5 percent, because I just do not think, and I do 
not believe many other Members of Congress who dig into it deeply, 
think that that will provide a lot of mortgage credit. It may be 
necessary, to put it on a parity. I do not know. I would do it regret- 
fully if I ever have to vote for it. I willsay that. But that is not the 
panacea to get some mortgage credit available. And to do that and 
that alone will leave the GI loan program right where it is. That is 
why we have got to have the NSLI or some kind of mortgage credit 
available out of that type of legislation, and why we have got to really 
— the Federal National Mortgage Association on the other 
side. 

I do not know the answer to that question. I do not know how the 
Congress feels about it, Bill. That is the reason. I just do not know 
the answer. 

Mr. Ayres. From past experience, when there is any piece of legis- 
lation that comes up that might be construed as not being in accord 
with some veterans’ organizations, we find ourselves minus a few 
votes. 

Mr. Ratns. Well, I think I can say this. I do not believe there are 
many Members of Congress who are really anxious to vote an increase 
in interest rate, anyway. It is not a very enjoyable task. 

Mr. Lone. I want to compliment Congressman Rains on his splen- 
did statement. To me it sounds just a little bit encouraging over 
yesterday. We had the life insurance people here, and they seemed 
to have all the money, and they just practically told us, ‘Unless you 
are willing to raise the interest rate, you won’t get any more money.” 
But your statement kind of changes that situation, as far as my think- 
ing is concerned. And I think maybe we will be able to work some- 
thing out. 

Personally, in discussing the raising of the interest rate, I do not 
think the Congress will ever vote to raise it, at this time at least. 

Mr. Rats. I cannot answer that. I just do not know. I have 
not checked it at all and do not have any idea. 

Mr. Ayres. One way to find out would be to bring the bill out on 
the floor; wouldn’t it? 

Mrs. Roczrs. I am delighted to see my colleague. 

Mr. Rains. Thank you, Mrs. Rogers. 

Mrs. Rocrrs. Do you feel that the Veterans’ Administration has 
been remiss in processing the loans, the direct loans? 

Mr. Rarns. I cannot understand a situation where the Congress 
provides direct loans to veterans when they are clamoring for them 
every place, and there is still money left in the direct-loan program. 
I would have to say that I think they have been remiss; yes, indeed. 

Mrs. Rocsrs. It is very hard to understand. I agree with you. 
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Mr. Ayres. Albert, I agree with you. I think if we raised the 
limitation, we could get it very quickly. 

Mr. Rains. That I am not informed on. I believe that would 
help to do it. And I can see no reason in the light of increased costs 
why it should not be done that way. 

Mr. Ayres. What kind of a home, knowing your district somewhat, 
and knowing Gadsden—what kind of a home can you get in your 
area for $10,000? 

Mr. Rarns. Well, my home happens to be one of the truly high 
cost areas, as I am finding out, because I am building a home of my 
own now, and I think it must be the highest in the country. But you 
cannot get too good a house, especially a 3-bedroom house, for a man 
with 3 kids, it can’t be done, with the high cost figures. 

Mr. Ayres. And your area is eligible for direct loan? 

Mr. Rarns. My immediate city is not, but all around it, it is. 

Mr. Ayres. But that same high cost prevails in the other areas? 

Mr. Rains. Yes, indeed it does. 

Thank you, Mr. Chairman. 

The CHarrMan. Our next witness this morning will be Mr. John F. 
Austin, Jr., of the Mortgage Bankers Association, and Mr. Robert 
Tharpe, the chairman of the legislative committee. 

Would you care to introduce the third gentleman with you? 


STATEMENTS OF JOHN F. AUSTIN, JR., HOUSTON, TEX., PRESI- 
DENT, T. J. BETTES CO., AND PRESIDENT, MORTGAGE BANKERS 
ASSOCIATION OF AMERICA, AND ROBERT THARPE, CHAIRMAN, 
LEGISLATIVE COMMITTEE, MORTGAGE BANKERS ASSOCIATION 
OF AMERICA, PRESIDENT, THARPE & BROOKS, ATLANTA, GA., 
ACCOMPANIED BY SAMUEL E. NEEL, WASHINGTON, D. C., 
GENERAL COUNSEL, MORTGAGE BANKERS ASSOCIATION OF 
AMERICA 


Mr. Tuarre. Mr. Samuel Neel, the general counsel. 

I have a prepared statement, Mr. Chairman, that I would like to 
read, and we will attempt to answer any questions after I have finished. 

The CuarrMan. Allright. You may proceed. 

Mr. Toarrz. Mr. Chairman and members of the committee, 
my name is Robert Tharpe. I am president of Tharpe & Brooks, 
mortgage bankers, of Atlanta, Ga. I am chairman of the legislative 
committee of the Mortgage Bankers Association of America. With 
me is Mr. John F. Austin, Jr., of Houston, Tex., president, T. J. 
Bettes Co., and president, Mortgage Bankers Association of America, 
and Mr. Samuel E. Neel of Washington, D. C., who is the general 
counsel for our association. 

We are very happy to appear before you this morning and partici- 
pate in the discussions of your committee which are being held to con- 
sider the current state of mortgage financing with reference to guar- 
anteed or direct home loans administered by the Veterans’ Administra- 
tion. 

The Mortgage Bankers Association has a membership of approxi- 
mately 2,000 individuals and institutions of various types. The larger 
part of the membership is composed of mortgage companies but there 
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are also insurance companies, savings banks, and other similar institu- 
tions which invest in mortgage loans. The typical mortgage company 
originates a mortgage loan, uses its own money to close the loan, and 
then sells the loan to an insurance company or other savings institution 
but continues to service the loan on behalf of that institution. 

In “servicing” the loan the mortgage company has a continuing 
interest in the transaction through its entire life. It is the local repre- 
sentative of the out-of-State investor which depends on the mortgage 
company to collect payments when due for principal and interest, to 
provide adequate escrows for taxes and insurance, to inspect the prop- 
erty, et cetera. 

Since the inception of the Veterans’ Administration’s guaranty pro- 
gram, mortgage companies and the principals they represent have been 
enthusiastic supporters of the program. It has been profitable both 
to them and to the hundreds of thousands of veterans throughout the 
country who have been able to secure homeownership under the pro- 
gram when it would never have been otherwise aan 

Basically, what the Government’s guaranty has accomplished in the 
VA programs is to enable lenders to make loans with long maturities 
and with little or no downpayments which, lacking the GI bill, they 
would have been prevented from making under the State laws govern- 
ing their operations. 

I make this point early in our testimony because frequently it is 
assumed that the importance of the Government guaranty is its effeet 
on reducing the interest rate carried by such loans below that which 
would have been available if there had been no such guaranty. While 
the guaranty has had such an effect on rates—to a limited degree— 
that was not its primary purpose nor its primary importance. 

I remember that we reviewed these points very clearly in the 
hearings which a subcommittee of this committee held in June of 1953. 
Mr. Neel and I have reviewed the testimony of the representatives of 
MBA at the hearings and we find that our testimony at that time 
could almost be repeated today verbatim and be as applicable as it 
was in June of 1953. I would like particularly to call the committee’s 
attention to the text of two papers presented at these hearings and 
prepared by Mr. Miles L. Colean, economic consultant to our associ- 
ation. One appears in the record on page 1428 and is entitled “Effect 
of the Government Security Market on GI Home Loan Financing”; the 
other is on the interest rate problem and appears on page 1423 of the 
hearings. 

Mr. Colean has recently prepared for the association another study 
which [ think would interest the committee. That is exhibit A. This 
study, dated November 1956, will show the committee that through- 
out the postwar period housing starts financed with conventional loans 
have had a continual and relatively stable rise, whereas the starts of 
units financed under the FHA and VA programs have fluctuated con- 
siderably up and down. It is Mr. Colean’s conclusion that these 
fluctuations are to a large extent the result of the inability to maintain 
a steady flow of money for these loans under a controlled system of 
interest rates, where the fixed rate is not free to follow the changes in 
the money market as they occur. (See exhibit A.) 

I should like also to file with the committee a policy statement which 
the Mortgage Bankers Association prepared back in 1954, and which 
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discusses interest rates, discounts and the veterans’ home-loan program 
and I would like briefly to read from this pamphlet. 

Mr. Nerv. Mr. Chairman, you have that pamphlet from which 
Mr. Tharpe would like to read as an exhibit to your testimony. 
Exhibit B is the pamphlet from which he is going to read briefly. 
That is the pamphlet that is bound in green and is included in the 
package of testimony made available. And Mr. Tharpe would like to 
read from page 1 of that pamphlet. 

Mr. Tuarpe. Interest rates and discounts. This was prepared in 
1954. 


What can Congress do to hold down the cost of the money a family borrows 
to buy ahome? The answer: Stimulate the supply of money seeking investment 
in home mortgages—create the maximum competition among investors to lend. 

The price of money behaves like any other commodity going into the cost of 
ahouse. As the supply of money exceeds the demand, the price tends to decline. 
Conversely, of course, as the supply of money narrows and the demand incresaes, 
then the price tends to rise. his is fundamental to our whole economy and to 
the free competitive system which Congress polices and protects. 

Congress has done much to stimulate great increases in the supply of money 
seeking investment in home mortgages. The system of FHA mortgage insurance 
and VA guaranties permits investors to lend in amounts and on terms which would 
otherwise be legally impossible. The Government guaranty attracts many 
investors who could not otherwise be in this field. It gives strength and quality 
to high ratio long-term mortgages which cause them to be attractive at rates 
which would otherwise be unthinkable. 

But, Congress having acted wisely to build up the supply of money for home 
financing, can only also block off important quantities of the potential money 
supply by erecting barriers which shut off some streams of money from flowing 
into the home-financing reservoir. These barriers usually come in some form of 
“price control” intended to be in the borrower’s best interest but which in the 
long run work against it. 





HOUSING]AUTHORITY BONDS 


Consider another situation in the housing field. The Government pledges its 
credit to support the bonds issued by local housing authorities to build new public 
housing projects. Furthermore, the income from these bonds is free from Federal 
income taxation. Now, suppose that Congress had decided that since it was 
putting the Government’s credit on these bonds, it should also rigidly control their 
rates; that in no event should the interest rate exceed a fixed percent. Immedi- 
ately all investors seeking a higher return than Congress felt appropriate would 
have been driven out of the market into other fields of investment. This would 
have narrowed the supply and vastly increased the difficulties of the housing 
authorities in financing the public housing program. But Congress has, properly, 
allowed these bonds to find their place in the market with the result that there has 
been a variation of nearly 1 percent between the high and low rates paid by the 
local authorities. 

HOME LOANS 


In the home-loan field, the same law of supply and demand operates. When 
Congress fixes the interest rate which can be charged on an FHA or a VA loan it 
prevents that rate from becoming an attractive rate when the supply of money 
contracts. This automatically drives investors from the market at a time when 
they are most needed in it. It erects a barrier which blocks off from the prospec- 
tive homeowner a stream of money which might otherwise be competing for his 
business. Obviously, Congress neither wants nor intends to control the entire 
money market, but so long as there are enormous areas in the market which are 
free to fluctuate in response to the supply and demand of money, then investors 
will leave the home-financing field whenever controlled rates make this field less 
attractive competitively. 

INTEREST RATES 


Congress will do well to face this issue squarely. Whatever its good intentions 
may be, it does not serve well the interest of the prospective homeowner, veteran 
or nonveteran, by controlling the rates on FHA and VA loans. The money mar- 
ket must have some means of moving up and down in the home finance field, or 
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there will be times when investors will move out. Congress should encourage. 
the maximum competition among investors to lend by lifting the controls over 
interest rates on FHA and VA loans, 

Would this cause interest rates to rise in some types of housing and in some 
sections of the country? Perhaps, Some developments, some houses, and some 
borrowers are looked upon with less favor among investors than others. Con- 
gress should never want it otherwise. It is this kind of selective underwriting 
which makes an award for quality dévelopment and thoughtful lending ‘and 
exerts a pressure against unsound development. These market opinions regarding 
the quality of an investment are now reflected by the size of the discount at which 
the mortgages find a taker. If interest rates were free to move in response to 
the supply of money, many of these loans might be placed at par, but at rates 
which reflected the market estimate of their competitive quality. 

Similarly, there are sections of the country in which the supply of money is less 
favorable in relationship to demand than in others. These are now the areas of 
deeper discounts. If the interest rate were free to move in response to supply 
and demand, the rates would tend to go up in these areas. This, in turn, would 
attract an increasing flow of funds and, in the long run, it would have the effect of 
mcreasing the supply and thus pressing the rate downward once again, 

The fact is that Congress cannot and does not control the cost of money by 
attempting to do so, By controlling interest rates, it compels discounts, If it 
controls both discounts and interest rates, it drives money out of the market into 
other fields of investment. 















DISCOUNTS 






What about discounts? Do they serve any necessary or useful purpose?— 
Definitely, yes. Even if there were no controls over interest rates, discounts 
would be necessary to an effective home financing operation. Discounts permit 
many solutions, in the borrowers best interests, which cannot be accomplished by 
variation in interest rate. They permit much smaller variations in rate than 
are practicable through modification of interest rates. For example, interest 
rates, even if flexible, would change in fractions no smaller than one-fourth of 
1 zercent but, through discounts, rate variations of one-tenth of 1 percent and 
less can be reflected. On a 25-year loan it takes about a 5 percent discount’ to 
equal a one-half of 1 percent-increase in interest rate. 

Discounts are essential to warehousing loans in order to ‘accumulate mortgages 
to offer for immediate delivery to investors. A substantial discount is often 
essential during the warehousing period to protect the commercial banker. But 
the warehousing process permits sale of the mortgages later at a higher price and 
thus, in the long run, reduces the cost to the builder and the borrower. The dis- 
count facilitates orderly and effective marketing of mortgages at the best possible 
price. The discount device permits a sensitive evaluation of the quality of mort- 
gages by the secondary market. Neighborhood characteristics, appeal of the 
house, strengthen of the borrower and the foreclosure laws of the State can all be 
reflected more precisely and more equitably through variation in discounts than 
through variation in interest rates. 

It would not help the borrower to limit discounts. It would simply introduce 
one more barrier to block the flow of money into home financing and thereby 
chase some investors from the market. Over the long pull, Congress will help 
the borrower most by encouraging the greatest possible competition to lend. 
This is not achieved by controlling either interest rates or discounts. 


There is one other item, on page 13 of that same policy statement. 
I will just read briefly there. 


While the association considers that an effort should be made over a long-term 
to consolidate the VA loan-guaranty program with the insuring operations of 
FHA, it is our belief that any such proposal can probably not be effectuated 
prior to the June 30, 1957, cutoff date, particularly since the rights of veterans 
of the Korean war do not expire until January 31, 1965. 

We, therefore, recommend a 3-year extension of the benefits available to 
World War II veterans; and, in order to avoid the complications we foresee if the 
extension is not enacted until 1957, we recommend that Congress enact the 
extension now. 


I mention that, because the next paragraph refers to it. 
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The statements I have just read indicate that among other sugges- 
tions, our association will support a proposal which will provide 
within the FHA a means of meeting the needs of veterans for home 
loans when the present program under the GI bill of rights terminates. 
Moreover, we believe that this would be a sounder procedure than to 
continue to extend the VA program. We also think that if a program 
is to be developed within the FHA it would be wise to get it into 
operation before the termination of the VA program. 

With reference to whether the Congress should increase the interest 
rate on GI home loans, I should like to state for the association that if 
the program is to be effectively continued to the termination date now 
set by the Congress, we see no alternative to an increase in the rate 
under today’s market conditions. 

Whether the VA home-loan program should be continued at all 
is a decision for the Congress to make after consideration of many 
factors. But if the decision is in the affirmative, we do not believe 
the Congress should be misled about what we believe will be necessary 
to provide a successful program. 

What it will take to do the business we cannot say for sure, but it 
would be a mistake for the Congress to assume that an increase of 
5 percent at this time will produce any substantial immediate increase 
in VA mortgage applications or will provide a par market for existing 
loans. But if the Congress does not increase the VA rate to at least 
5 percent, we can foresee only a further severe decline in VA appli- 
cations. An increase of 5 percent will at least improve this situation. 

A glance at a chart prepared for MBA showing the relative yields 
for the past few years of various types of bonds will indicate what has 
been happening to the investment market. 

That is exhibit C. 

Mr. Neeu. That is the big chart that was furnished you, Mr. 
Chairman, the one that is folded together. 

That is it, sir, the folded chart at the end of the testimony. 

Mr. TuHarpe. Looking at this chart you will note the extreme im- 
provement in yields of the various securities between May and 
December of 1956. You will note that the long-term Government 
yield increased 33 basis points—roughly an 11 percent increase in 
this short period of time. The Moody AAA bonds moved 47 basis 
points—a 15 percent increase. AA Eleetrie Power bonds, a historic 
mortgage barometer, moved 77 basis points, or 22 percent. (See 
exhibit C.) 

In the long run we do not believe that the Congress, if it wants the 
GI program to continue, can meet the situation by any method except 
by permitting yields on GI loans to remain competitive. We regard 
proposals to continue the low rate by use of the national service life- 
insurance fund or by expanding the direct loan program as being not 
in the best interests either of the public, the country or veteran 
borrowers, particularly since there is over $300 million still available 
for direct loans by the VA without any further congressional authority 
being required. 

Mortgage companies do not like high interest rates any better than 
any other business enterprise likes them. This statement may be 
surprising but I should like to point out to you that the primary func- 
tion performed by the mortgage company is to bring together those 
who wish to invest in mortgages and those who wish to ‘buy a home 
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financed by a mortgage. Therefore, the primary interest of the mort- 

ge banker is to be as sure as possible that the commodity which 

e is selling, the mortgage, is at all times “‘marketable.”’ Since ours 
is a volume business, we are encouraged by low rates and ordinarily 
find our best business under such conditions. But the mortgage 
can only be marketable if it can meet the competition of other similar 
types of investment. Thus, in a period of rising interest rates or 
tight money—over which neither the veteran or other home buyer 
or the mortgage banker has control—the mortgage banker can only 
offer a GI loan with an adequate yield by offering it at a discount or 
by urging that the rate carried by the loan reflect. market conditions. 

The net yield to the investor from the present GI loan does not 
reflect market conditions, and as a matter of fact, it is so far below the 
market that the discount. system is unworkable. 

In this connection, I believe it would be the view of most mortgage 
bankers that a statement made by the chairman of this committee in 
the 1953 loan program hearings was not only correct when it was made 
but is correct today. This statement will be found in the record of the 
hearings on page 1385, as follows: 

Mr. Teaaue. Mr. Russell, we find that the veterans, as a rule, do not pay too 
much attention to the interest rate. If they can get a low down payment and pay 
over a long period of time, they are not going to worry about the amount of 
interest. 

Our feelings on this matter were expressed extremely well in an 
editorial which appeared in Barron’s on January 7, 1957 and which I 
would like to quote from and ask that it be included in the record. 
That is exhibit D. 

Mr. Neetu. You also have that editorial, Mr. Chairman. I think 
Mr. Tharpe will quote the last paragraph in it. 

Mr. Tuarps. This article from Barron’s is headed: ‘‘Blueprint for 
Inflation—Cheap Mortgage Money Will Not Help the Veteran.”’ 

It discusses at some length the proposal of Representative Patman 
to: 

* * * direct the Secretary of the Treasury to invest in VA loans as much as 
one-fourth of the nearly $6 billion in reserves held by the national service life 
insurance fund * * *. 


The concluding paragraph is: 


Easy credit, in housing or anything else, usually winds up costing dear. For- 
tunately, there is a clear-cut and practical alternative to the ill-conceived blue- 
prints of Mr. Patman. To revive veterans’ home finance, Congress in its wisdom 
need only raise the interest rate on VA loans, as was done early in December by 
the FHA. In this way, VA paper again could compete on even terms in the money 
market. By going one step further, and abandoning the rate ceiling altogether, 
the lawmakers at a stroke also could prevent a recurrence of the present crisis. 
To act thus forthrightly, in the face of almost fanatical opposition, will take 
courage. Whether the 85th Congress can rise to the challenge remains to be seen. 
In no other way, however, will it truly serve the needs of either the veteran or the 
community at large. 

Finally, I would like to point out that if Congress makes Federal 
Housing Administration loans available to veterans on terms approxi- 
mating those now permissible under the VA program, we believe that 
FHA can do this job if it provides borrowers and lenders with good 
service in terms of speedy appraisals and recognizes that underwritin 
requirements in smaller communities and rural areas are not an 
should not be expected to be identical with those in our large urban 
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communities. Under these circumstances we believe it will be 
unnecessary to expand the program of direct VA loans or to provide 
any special assistance funds for GI loans in FNMA. 

Thank you, Mr. Chairman. 

The CHarRMAN. Thank you, sir. 

Mr. Austin, I am mighty glad to see somebody up here from Texas. 

Mr. Austin. I am delighted to be here, sir. 

The CHarrMAN. What do you predict in that area in the next 
year if we do not increase interest rates? 

Mr. Austin. Mr. Chairman, I predict that the GI loan program 
will gradually die, and that we will have month by month fewer 
and fewer GI loans made. 

The CHarrMAN. What will happen to the housing program as a 
whole? Will that group of veterans go to FNMA and will we still 
have approximately the same number of houses, or will there be fewer 
houses built? 

Mr. Austin. There perhaps will be fewer houses. Last year, for 
example, we had 1,100,000 starts, roughly. About 630,000, as I 
recall, were financed conventionally. If I recall correctly, about 
270,000 starts were financed under the VA program, and 190,000 
starts, roughly, under the FHA program. 

It would be my estimate —_ the VA program would drop to 
150,000 starts from 270,000, sw. A slight drop in FHA, but only 
nominal. 

The CuHarrMANn. Have you had sufficient time since December, 
when this interest rate went up, to tell anything about what is hap- 
pening down there now? 

Mr. Austin. There is always a lag, sir, but FHA 5 percent loans 
are marketable on single-shot cases; projects, definitely not at the 
present time. 

The Cuarrman. Mr. Tharpe, in your last paragraph, there, you 
comment that: 

* * * underwriting requirements in smaller communities and rural areas are 
not and should not be expeeted to be identical with those in our large urban com- 
munities 

Well, one of the concerns of this committee has been our survey 
showing that our veterans living in the smaller communities have 
not had a fair chance at veteran housing. 

Would you care to comment as to some way of helping that group 
of veterans to get an increase in the direct loans or forcing VA to 
make direct loans? 

Mr. Nest. May I comment on that, Mr. Chairman? 

The CHarrMan. Yes, sir. 

Mr. Neetu. The last year has seen some improvement in that matter, 
particularly under the voluntary home mortgage credit program, Mr. 
Chairman. Because under that program—and it had some draw- 
backs and some obvious disadvantages—lenders who never before 
made loans in smaller communities did make such loans, and they have 
had a very good experience with those loans. 

There have been over $200 million worth of loans made under the 
VHMCP that otherwise would have been made under the direct lend- 
ing program, and those loans have been made by private investors, 

Traditionally, the secondary investors, life insurance companies, and 
savings banks, have had a difficult time in finding people to represent 
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them to service loans in smaller communities. It is expensive. They 
are hard to get to from the urban areas. But under this program they 
went out and made such loans and they found they were good loans, 
that they could safely make them. 

Now even if the VHMCP is never extended, you are going to find 
that lenders, having had this experience, are going to continue to make 
loans in the smaller communities that they never would have other- 
wise made. 

Now, in connection with our comment, here, about FHA, we have 
had the experience with FHA of finding that they do not like to change 
underwriting requirements. For example, where in a city they might 
depreciate the value of a perfectly respectable house because it was 
next door to a grocery store and therefore in a neighborhood that was 
declining, we find that that same consideration should not govern a 
house in a small community, where people may not only mind not 
living next door to a corner grocery store which has been there for a 
hundred years, but may be glad to live there. And what we are saying 
to the FHA is: 

If you want to see these loans made you have to recognize values, despite sure 
rounding circumstances, in the smaller communities. 

Finally, as to the direct-loan program, there ought to be some way 
to encourage the VA to direct a greater proportion of their direct loan 
funds to the smaller communities. We do note, however, that certain 
of their requirements make it difficult. for us, for example,. to, buy 
loans out of the VA direct loan program, when we have the money to 
do it; because they do not have the same requirements in that program 
that certain private investors do. 

For instance, under the direct-loan program, they do not require a 
survey, nor do they require title insurance, which any ordinary in- 
vestor will require. And therefore it seems to us that you could 
improve the quality of the VA direct loans by making them available 
with the same characteristics that loans have that are made by private 
investors. 

But if you do direct the guaranteed program to the rural areas and 
do have these safeguards, we think you will find private investors 
who will be willing to pick up some of those loans when they have the 
money to do it. 

Mr. TxHarpe. I would like to comment a little further. We are 
comparatively small mortgage bankers in Atlanta. Up until 2 years 
ago, we were servicing loans in some 6 or 8 communities in the metro- 
politan area of Atlanta. Since that time, we have expanded, because 
of the voluntary home mortgage lending program, to where we are 
servicing loans now in some 18 to 20 communities in the State. 

One of the expensive things about servicing loans is to get your 
initial volume, and I think you will find that mortgage bankers that 
have now gone out into these communities would like to increase that 
volume to hold down their servicing cost. And I think you will find 
more interest on the part of mortgage bankers as money and effective 
rates are available. 

The CuarrmMan. What did you mean by that last comment, Mr. 
Tharpe? Did you mean that they must pay for going into the rural 
areas? 

Mr. Tuarpr. No, no. I did not mean that. The expense of 
servicing the loan. You might use as an example a little community 
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50 miles removed from Atlanta. It is very expensive to originate 
aloan there. If you have a default in it, it is very expensive to collect. 
The larger the volume you have in that community, the more your 
proportionate cost of servicing the loan comes down. 

The CuairMAN. Any questions? Mrs. Rogers? 

Mrs. Rogers. Yes. I have always wanted the Veterans’ Admin- 
istration to make not only all of the direct loans but all of the loans 
to the veterans. You would not approve of that? 

Mr. Tuarpr. Mrs. Rogers, I hardly think so. I hardly know how 
to comment on that. We are now servicing a tremendous number of 
VA loans, and we certainly would like to continue in the business. 

Mrs. Rogmrs. Yes; I know you would. But I am so anxious to 
have the veterans secure their loans. 

Mr. Tuarper. Beg your pardon? 

Mrs. Roaers. I am anxious to have the veterans secure their loans, 
and if the Veterans’ Administration handled all of the lending, I think 
the veterans would then get them. 

Mr. Neet. You mean all the loans made the veterans should be 
made directly by the VA? 

Mrs. Roasrs. Yes; by the Government. 

Mr. Nest. No. 1, it would require the appropriation by the Con- 
gress of currently almost $400 million a month. 

But No. 2, I do not see that the veterans—assuming that loans are 
available through private sources—I do not see that having them made 
through the Veterans’ Administration is any cachet of value that would 
particularly benefit the veterans, even assuming that the Congress 
was willing to appropriate that kind of money, which I must say from 
my experience, limited as it is, raises great questions in my mind. 

Mrs. Roarrs. Well, we have not appropriated too much, of course, 
and the money that we have appropriated has not been used by the 
Veterans’ Administration. 

Mr. Nzegx. That is correct. 

Mrs. Rocerrs. Of course, what we want, and I am sure you do, is to 
have the veterans get their homes. 

The CuatrMan. Do you handle industrial loans, Mr. Austin? 

Mr. Austin. Yes, sir. 

The Cuatrman. Have you made a study in the industrial field as to 
what may happen to the money market in the next 6 months or a 
year? In other words, might that»market go down to where money 
will come back to housing? 

Mr. Austin. Mr. Chairman, we have certainly made studies and, 
of course, those studies are only projections. It is our feeling that this 
money is going to continue tight, and perhaps a little tighter than it 
is now, through the income-tax paying period in March and April. 

After that, it is our feeling, from the viewpoint of the mortgage 
bankers, that perhaps there will be some cutback in industrial expan- 
sion. We have some indication of it already in newspaper accounts. 
And, at the same time, we expect the insurance companies to have 
one of their largest years this year. Last year I think the insurance 
industry, as they probably told you, absorbed over $6 million of 
home loans. Probably they will absorb five. But that 5, I feel, will do 
more good in 1957 than the 6 did in 1956, because it became the 
ns of many life-insurance companies, for example, to issue 
orward commitments in 1954 and’1955 that -were-pieked up last year. 
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And their forward commitment position is so much better. And in 
1957, the money available in the life-insurance industry will be more 
effectively used, I think, than in 1956, for example. 

The same situation might prevail with mutual savings banks, 
I cannot speak for those industries. But it is our feeling, as originators 
of mortgages, that we will see the last 6 months of this year much 
better than the first 6 months. And another thing, too, I might add, 
sir, is that we feel that the housing inventory will be much better at 
that time, too. 

Mrs. Rogers. Have you any idea why the Veterans’ Administra- 
tion still has $300 million available and has not used it? I am very 
much interested to know. 

Mr. Austin. Mrs. Rogers, I do not know, to tell you the truth. 
I know they could have in the urban centers opened up by 9 o’clock, 
and they would have all of it out tomorrow. But as to their policy, 
I am not familiar with that. 

Mrs. Rogers. Would you venture a guess? 

The CratrmMan. Why do you not just say: ‘Because they don’t 
want to’’? 

Mr. Austin. They could, but they don’t. That is it. 

Mr. Neget. May I comment on that, Mr. Chairman. 

There is one other angle, I think, to it that in all fairness to the 
Veterans’ Administration the committee ought to consider, and that is 
that they were cooperating with the voluntary home mortgage credit 
program, under which, Mrs. Rogers, almost $200 million was put out 
last year. So there is some reason to say that they used the $200 
million from the private sources in lieu of an equivalent amount that 
they could have used from their own $300 million. And to that 
extent, at least, they increased their ability to do a job for numbers of 
veterans. If they had not used the VHMCP they might only have a 
hundred million today, whereas they have $300 million. So there is 
some consideration that ought to be given to that part of this problem. 

Mr. Austin. Mr. Chairman, could I add one other thing to m 
statement of a moment ago, as to why we feel the last 6 months will 
be better than the first? 

The CHArRMAN. Yes, sir. 

Mr. Austin. We feel that pension funds will start investing in 
mortgages considerably more than they have in the past. We are 
confident of our stand in that position. 

The CuarrMaANn. The story we get from Mr. Stone is as different 
from what we get from the loan guaranty officers as black from white. 
I have a letter here which says they cannot make a direct loan because 
they do not have the money. 

On the other side it says how Mr. Stone collects this sum of $232,- 
600,000 while ‘‘an eligible veteran was unable to acquire a $4,000 
home.”’ The truth of the matter is that they did not want to make the 
loans, and they have not made them. I realize it is only a drop in the 
bucket, but I still think they ought to use that money to make the 
loans. 

Mr. Warrener. Mr. Tharpe, I notice in your statement on page 5, 
you say: 

* * * particularly since there is over $300 million still available for direct loans 
iby the VA without any further congressional authority being required. 
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Now, mv memory is that Mr. Stone testified that there was $212 
million available. Am I correct? 

Srarr Director. Two forty-four. 

Mr. Warrener. Two forty-four. I just wanted to know where you 
gentlemen got this figure of over three hundred million. I am not 
trying to embarrass you. I am trying to find out if you got a different 
story than we did. 

Mr. Neetu. My recollection is that we included in that an amount of 
money which could be borrowed from the Secretary of the Treasury, 
which, when added, brought the amount to that total. 

Mr. Wurrener. There is another interesting thing to me, as to how 
this veterans’ lending program contributes. We were led to believe 
that that is the biggest inflation area in this country. 

But referring to your exhibit, this chart, does it not appear to you 
that in the case of the long-term bond yields, corporate bonds, power 
bonds, their yield jumping up like that is a pretty great contributing 
factor to inflation? 

Mr. Tuarps. I think there could be some considerable argument 
on that. 

Mr. Wuitener. You mean it is inflationary if it goes to the}vet- 
erans, but it is not if it goes into these agencies? 

Mr. Tuarpe. I think the anti-inflation forces would say that the 
increased vields would definitely encourage more savings. And if 
our expansion can be financed out of our savings, then we are going to 
avoid inflation. 

Mr. Wuitener. My point is that it is inflationary if the one-gallused 
fellow gets it, but not if the other fellow gets it, from the arguments 
we have heard here. 

Mr. Tuarpr. I believe I said, “Blueprint for inflation. Cheap 
mortgage money will not help the veteran.” And I was trying to 
carry out that point there. 

Mr. WuireNer. But my point is just about this inflationary thing. 
These men from the insurance companies yesterday made the state- 
ment that: 

It is also forgotten sometimes that although interest is a cost to home owners 
and other borrowers, it is also a source of income to millions and millions of small 


savers through life insurance, savings, and loan associations, savings banks, 
pension trusts, and other channels of personal saving. 


Then he makes this statement: 


These savers who will get the benefit of this additional interest are in the 
aggregate the same body of people who are the homeowners of the country, 

So it seems to me that this inflation business is just however the 
individual wants to look at it. Is that not it? 

Mr. Tuarps. I think you can get just about. any opinion you want, 
yes. 

Mr. Wuitener. There is another thing, Mr. Chairman, if I may 
talk about my friend, Brother Shuford’s district. They talk about 
the high cost of loans in these areas. Over in Beaufort County — how 
far is it from there to Marshall? 

Mr. Suurorp. About 20 miles. 

Mr. Wurrener. Marshall in Madison County is in my district 
and I notice that 11.4 percent of the veteran population has received 
loans, either direct or guaranteed, which, I might say parenthetically 
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to Mr. Shuford, is considerably less than the percentage in my home 
county. 

But I notice, and it keeps coming to my mind, that Madison County, 
20 miles away at the most, has never made a direct loan or a guaranteed 
loan to any veteran in that county. 

Now, you, as a mortgage banker—I wonder if you have any idea 
about why that would happen? That is not too far from Atlanta. 

Mr. Tuarper. | know of one county in Georgia where I think the 
same thing exists. The population is about 450, I believe. I forget 
the name of the county. 

Mr. Wuirener. But we have a thousand veterans in Madison 
County, and not a loan. 

Mr. Austin. May | try to answer that? 

We have got country sections down in my State, too. 

Mr. Wuitener. They must not be as country as mine, judging 
from that. 

Mr. Austin. I do not know. Congressman Teague comes from 
that part of the country, too. And we are proud of it. It so happens 
that in some of these areas very few GI loans have been made. You 
have local savings and loan associations that have been very active. 

In the small town where I grew up, which is a town of just over a 
thousand people, there has never been a GI loan made to a veteran. 
That is because you have 2 or 3 small active savings and loan associa- 
tions in that vicinity, and you have a few commercial banks that 
make GI loans. I mean, that make loans whether they are veterans 
or not. 

As a result, there have been very few requests for GI loans in that 
area. Because I know all of those people personally, and when they 
go into a bank or a savings and loan, they will generally make the loan 
on a conventional basis. 

Mr. Wuitener. Of course, this may mean that Madison County 
does not need any money. 

The Cuarrman. Also in those areas a veteran cannot sit and wait 
for 6 months. When a house is available to buy, if he passes it by, 
his opportunity is gone. In a big city there are always houses sitting 
there waiting for somebody to buy them. 

From the letters we have received, the veteran gets discouraged, 
and either does not buy a home or goes to another source. 

Mr. CurisropHer. Mr. Chairman, I believe Mr. Tharpe said that 
he did not consider low-rate mortgage money was being of any benefit 
to the veteran. 

- I believe you made that statement, or words to that effect. 

Mr. Tuarpe. I am afraid you misunderstood me, Mr. Christopher. 
I do not remember saying that. 

Mr. CurisropHer. You either made that statement or you read 
it in some of your material, here. 

Well, if low mortgage money is what is hurting the veteran and 
keeping him from getting a house, then it is a logical conclusion that 
a higher rate would help him. 

If that is the case, why do we not put it up to 10 percent and put 
him on top of the world, and be done with it? If high interest rates 
is what the veteran needs and what will put him on top of the world, 
let us just put the interest rates up high enough to put him on top of 
the world. Why make it 5 percent? 
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Mr. TuHarrr. What I have said, Mr. Christopher, is that the 
veteran needs the money. 

Mr. CuristopHER. But he does not need the long process of 
getting it. 

Mr. Tarps. That is right. He needs'the money. He needs low 
downpayment and long terms. That is what helps the veteran, the 
low downpayments and long terms. 

Mr. Nreu. May I comment on that, Mr. Christopher? 

I do not believe Mr. Tharpe did make the statement that you refer 
to. In fact, in our statement we did say that our best business comes 
when there are low interest rates, because we are a volume business. 
And it would be not only foolish but it would be a mistake and it 
would not be what we believe to say that low interest rates hurt the 
veteran. What we have said from time to time is that when the 
general market level is above the level of the rate which is fixed either 
by the VA or FHA or anyone else, it is not in the veterans’ best 
interests, in our opinion, to keep the VA or FHA rate so far below the 
market that the veteran cannot get a loan no matter what kind of a 
downpayment or what kind of maturity he has available to him. 

We believe the veteran would rather have a house and pay the 
market rate, whatever it may be, than not have a house and not pay 
a going rate. 

I believe there is a considerable difference between that and saying 
that we do not like low interest rates for veterans. 

Mr. CuristopHEeR. What, in your opinion, is the reason, the basic 
reason, that money gets tighter and tighter and interest rates go 
higher and higher? What, in your opinion, is the basic reason for 
that all over the economy? Have you expanded your studies far 
enough to come up with anything on that? 

Mr. Nest. I am a fairly young man still, Mr. Christopher, and I 
think people have studied this, and economists have studied this for 
years, so what I am about to say might be criticized by many people 
legitimately. But from what I have observed, it is obvious that when 
the demand for money exceeds the available supply, the competition 
of those who can pay any rate is going to push the rate up. Then 
when you have rapid amortization available to companies, and when 
you have companies paying out a large part of their net earnings in 
mcome taxes, which do not have to be paid if they pay interest on 
their borrowings, it is obvious that some companies can go into the 
market when they have a need for expansion and pay whatever is 
required to get the money to do a building job. 

And as those companies come into the market, other people have to 
meet the competition, or else they have not to build. That is actually 
what is happening, as a matter of fact. 

There was an article I noticed in today’s Wall Street Journal that 
somebody in New York estimated that X billion dollars of prospective 
building had been postponed by corporations who could pay these 
competitive rates, that had been postponed because of the tightness 
of the rate. 

In addition to that, the Congress itself is making the situation worse 
to some extent. 

Let me just give you an example. You gentlemen, and I do not 
question the wisdom of what you have done, have made guaranteed 
Government loans available to people who want to build tankers. 
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These are absolutely guaranteed Government loans. They are fully 
100 percent guaranteed. If the loan is in default 30 days, bang. The 
Government pays off in cash. It is even better than a GI or FHA loan. 
And those loans are being made today in tremendous quantities, 
billions of dollars. And the interest rate on those loans is 5% or 5% or 
can go as high as 6 percent. And therefore the competition from the 
Government itself is to some extent responsible for the inability of 
people who are laboring under a ceiling to get loans under that ceiling. 

Mr. CuristopHer. That is what I was hoping you would say, sir. 
Thank you. 

The Cuarrman. Any other questions? 

Thank you very much. 

We appreciate your coming up here. 

The CHarrMan. I hope you were not here when Mr. Rains was here. 
I did not see you. 


STATEMENT OF HON. GORDON L. McDONOUGH, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. McDonovenu. No, I was not. I intended to be but was 
detained. 

I do not want to take the time of the committee to repeat what Mr, 
Rains has said concerning his bill. I have introduced an identical 
bill, H. R. 2560, which would authorize 20 percent of the national life 
insurance fund for purchase of mortgages on guaranteed GI loans, on 
GI mortgages. 

That would provide a market for the purchase of these mortgages 
of about a billion two hundred million dollars, I believe. 

It ought to open up the possibility of continuing the building of 
GI housing. It should open up the market a lot more than it is now. 
At the present time it is congested. It should relieve the situation to 
some extent, for further appropriation by the Congress, to increase 
the veteran direct loan building fund. And it would be additional 
security, in my opinion, for the national life insurance fund, because 
at the present time the rate they are receiving, | would say, is.a 
maximum of 3.75, and this will certainly give them that or perhaps 
more, even after the service charge, because the loans at the present 
time are-based around about 4% percent. If they go to 5, the security 
is even better. ; 

As you know, the building program in California is very extensive. 
We are increasing in population very rapidly. We are removed from 
the immediate Tengeliek. market for the obtaining of funds to buy 
mortgages. We are paying discounts from 3 to 5 points and even 
higher mm some instances, and in distressed cases as much as 7 points. 
The demand for homes has not been met. 

The number of veterans that are coming into California is pro- 
portionately very high as related to any other part of the country and 
many of those who are living there, have not yet had an opportunity 
to buy or build a home. 

We should do anything we can to relieve that situation. 

I am sure Mr. Rains went into the details of his bill, and I won’t 
repeat that. Both of us are on the Banking and Currency Committee. 
We are interested in housing. We are interested in trying to relieve 
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the situation as far as FHA loans are concerned. And as your com- 
mittee knows, we are also considering at the present time reporting a 
resolution to the House to investigate the financial institutions of the 
country, which will provide a complete review of this whole situation. 
But that is going to take a little time. And in the meantime, I think 
we are not using all of the facilities we have to promote the building 
of homes for veterans. 

I have no prepared statement, Mr. Chairman. 

The CuarrMan. Any questions? 

Mr. Suurorp. This committee has been concerned, as you know, 
about loans in the rural areas; that the veterans in these areas have 
been unable to secure their loans. 

Do you think that under your bill, and the similar one introduced 
by Mr. Rains, the funds from the veterans insurance loan fund, 
whatever title it has, could be used for the purpose of making loans 
in the nature of direct loans, we will say, to the veterans in the rural 
areas? 

Mr. McDonovan. Yes, I certainly do. I think it would relieve 
that situation a great deal. The difficulty in your particular area 
is not dissimilar to California. We are far removed from the financial 
market. You may be close to it, but in a rural area, where there 
are not any financial institutions to take these loans up. If this 
money provided in my bill were available for the purchase of the 
mortgages, I think it would open the market considerably. 

Mr. Suvurorp. It would open the market in those small areas 
where they cannot get loans at this time? 

Mr. McDonovan. Yes, sir. 

Mr. Suurorp. Thank you. 

The Cuarrman. Mr. Christopher? 

Mr. Curistopuer. Your bill and Mr. Rains’ bill—I have not read 
the text of those bills, but if it does not provide for rules and regula- 
tions under which these loans can be made, just a bill which gives 
the Veterans’ Administration the privilege to make these loans would 
be just forcing us to waste time in passing your bill or Mr. Rains’ 
bill. Because it has been demonstrated to me and I think to the other 
members of this committee that the Veterans’ Administration is not 
going to make these direct loans unless this committee and the Con- 
gress force them to make the loans. And to just give them the 
privilege—they have had that—and they have muffed it. 

Mr. McDonovaa. Mr. Christopher, this is not a direct loan policy 
we are advocating. It is to provide 20 percent of the national life 
insurance fund, which amounts to about $1,200 million, as a market 
to purchase the loans on veterans’ homes. And the FNMA-—Federal 
National Mortgage Association—is the agency that will service them 
and handle the financial side of it. It is a joint relationship between 
the Veterans’ Administration and the FNMA. It is not a direct joan 
out of about a billion two hundred million to a veteran to build a home. 

Mr. Curistopuer. What interest rate do you suppose it will cost 
the veteran? And will there be a discount there that you will have to 
pay in order to get a loan? 

Mr. McDonovuau. No. The bill provides that it shall be an 
amount not less than the unpaid principal, plus accrued interest, 
when the purchase is made. There is no interest rate provided in our 
bill for the mortgage. That is, whatever the going rate is, if it is 
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4% or 5 percent rate of interest, that would benefit the national life 
insurance fund, because the higher the rate of interest the more 
return they would get on the investment. 

Mr. CuristorHer. Well, that national life insurance fund is not 
taxpayers’ money. That is the veterans’ money. 

Mr. McDonoveu. That is right. 

Mr. CuristorpHer. To pay the premiums on that life insurance. 

Mr. McDonovau. That is correct. 

Mr. CuristopHER. It does not cost the taxpayer anything. 

Mr. McDonoveu. That is right. 

Mr. CuristopHEeR. Why could not that be administered as a direct 
loan to the veteran through the Veterans’ Administration? 

Starr Drrecror. It could. 

Mr. McDonovaeu. I am informed by Mr. Meadows that it could. 

The policy, as I understand it, of the national life insurance fund is 
that it is under trusteeship by the Secretary of the Treasury, and the 
Secretary of the Treasury is authorized to use those funds to buy 
Government bonds. And that is where most of the money goes, into 
Government bonds, which in turn is used to finance the operations 
of the Government. And the highest rate—I am subject to correc- 
tion—I think they can obtain, is about 3.75 on those Government 
bonds at the present time. If they used 20 percent of the fund to 
buy mortgages, at the present rate of 4% percent or 5, they would get 
a greater return on their investment. 

Mr. Ayres. Gordon, knowing how well informed you are on the 
situation in California, do you find these high discounts rather uniform 
throughout the State? 

Mr. McDonoveu. Well, yes. They take advantage of the fact 
that we are removed from the market. And then, of course, in a 
distressed situation, where the builder is really in a position where he 
has got to unload, some of them are very highly penalized. 

Mr. Ayres. Mr. Sisk the other day was mentioning 8 and 9 points 
in some of the areas. Are there any particular sections that you are 
familiar with where they are that high? 

Mr. McDonoveu. I would say that in the San Joaquin Valley, 
up in Mr. Sisk’s area, there would be some 8 or 9 point discounts. 
In southern California, in Orange County, a little south of Los Angeles 
County, I would say 7 to 7% points would not be unusual. 

Mr. Ayres. Is the climate pretty good out there this time of year? 

Mr. McDonoveu. Yes; it is. Very good. 

Mr. Ayres. Perhaps we ought to investigate those discounts. 

Mr. McDonoveu. We had a little white smog out there the other 
day, which we enjoyed very much. 

Mr. Sartor. Mr. McDonough, I am in sympathy with your bill, 
but following the questions Mr. Christopher asked, I would like to 
know how you think this will benefit the veteran in making more 
money available for direct loans. Because we had Mr. Ralph Stone, 
the director of the benefit program, before us the other day, and he 
testified that right now he had more money on hand than he was able 
to dispose of, and he had $50 million the Congress had given him which 
he could not even use in direct loans. 

Now, if that is the case, what are we going to do with this $1.2 billion 
that you and Mr. Rains in similar bills are going to make available? 
I want to know how that is going to benefit the veteran. 
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Mr. McDonoveu. I do not know what rate of interest Mr. Stone 
wants. 

Mr. Saytor. Mr. Stone now says that he has $232,570,000, plus 
$50 million more, which he has not even called upon, and which 
Congress has made available, and that he cannot use at all. 

Now, if he cannot use $282,570,000, because he does not have the 
applications to take up the direct loans at 4% percent, I want to know 
what effect your bill is going to have by making available $1.2 billion 
for the purchase of loans. 

Mr. Ayres. Will the gentleman yield? Mr. McDonough’s bill has 
nothing to do with the direct-loan program. 

Mr. Saytor. I realize that. I want to know what effect it is going 
to have. 

Mr. McDonovan. This may answer your question: To the indi- 
vidual a direct loan is made to, where a 4}4-percent mortgage is created, 
if a builder, for instance, has a thousand of those on his hands and 
cannot dispose of the mortgages, he cannot continue to build unless 
he gets rid of those mortgages. Now, if he has to sell them at a dis- 
count of from 4 to 5 points, he is going to lose money on the deal, 
unless he has a lot of profit in the deal to start with and can afford 
to lose that number of points, which we do not want to see happen. 
I want to see the veteran get the value of the hovse that is built with- 
out any excessive profit in it. This provides a market for disposing 
of those mortgages. 

I cannot account for the fact that if money is available for a direct 
loan, the veterans are not asking for it, I cannot account for that. 

Mr. Sartor. I think, Mr. Christopher, you were here the other 
day when Mr. Stone testified, and that was the information, or the 
implication at least that I got from his testimony. Is that not right, 
Mr. Christopher? 

Mr. CuristorHer. That is right. But if there are no applications 
for those direct loans, there are a lot of liars writing to me. 

Mr. Ayres. One question, Gordon, before you leave. Under the 
direct-loan program, $10,000 is the maximum. Now, what kind of a 
home can you get in California for $10,000? 

Mr. McDonovuenu. Not much of a home for $10,000. 

Mr. Ayrus. When we get into this, I think we will find that that is 
a root of a lot of the trouble. And rather than sit here and criticize, 
I think we ought to find out whether applications have come in for 
houses for which he can under the law furnish the money for. 

Mr. Saytor. I think the real root of this thing is to increase the 
amount of the direct loan from $10,000 to $15,000. And Mr. Stone 
indicated that with the increase of 50 percent of the loan that you 
might find there would be more people then willing to make appli- 
eation for direct loans. 

Mr. McDonoveu. I think, Mr. Chairman, if you obtained the 
minimum specifications of a house costing from $12,000 to $15,000 
you would find that an application limited to $10,000 would not be 
very attractive. Because, with your labor market and your increase 
in cost of materials and your increase in cost of land, $10,000 is not 
going to go very far. 

The CuarrmMan. Thank you, Gordon. 

We have Mr. Harry Held, from the National Association of Mutual 
Savings Banks, here. 

Mr. Held, you have with you Mr. Harry E. Proctor? 
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STATEMENT OF HARRY HELD, VICE PRESIDENT, BOWERY SAV. 
INGS BANK, NEW YORK, N. Y., CHAIRMAN, COMMITTEE ON 
MORTGAGE INVESTMENTS, NATIONAL ASSOCIATION OF MU- 
TUAL SAVINGS BANKS, ACCOMPANIED BY HARRY E. PROCTOR 


Mr. Hexp. Yes, sir. 

Mr. Chairman and members of the committee, my name is Harry 
Held and I am vice president of the Bowery Savings Bank in New 
York City, N. Y. I am appearing as chairman of the committee on 
mortgage investments of the National Association of Mutual Savings 
Banks. Our organization represents the mutual savings banks of the 
Nation, which are institutions operated solely for the benefit of their 
depositors with all their assets belonging to their depositors. They 
are 527 in number, operating in 17 States, primarily located in the 
New England States, New York, New Jersey, and Pennsylvania. 
They have a total deposit liability of over $29 billion, now over 
$30 billion, and have assets of $33 billion. They are traditionally 
known as depositories for small savers. The mortgage investments of 
mutual savings banks, amounting to well in excess of $19 billion or 
over 58% percent of their assets, are comprised of loans made in every 
State in the country, Puerto Rico, and Alaska. 

With reference to VA-guaranteed loans, our mutual savings banks 
at the beginning of 1956 held $5.8 billion of veterans’ home mortgage 
loans, or 23% percent of the total home loans of $24.6 billion guaranteed 
by the Veterans’ Administration. These VA loans accounted for 
33% percent of the total amount of all mortgage loans held by our 
institutions. Mutual savings banks in New York State alone within 
the last 5 years made over 428,000 VA loans for a total of $4.7 billion, 
and as of September 30, 1956, had VA mortgage loans outstanding of 
$4.8 billion, which represented 38 percent of total mortgage loans 
held. We cite these figures as indicative of the fact that the mutual 
savings banks system has been a stanch supporter of the VA home- 
loan program. 

Any evaluation of the program of VA-guaranteed home loans 
involves many considerations. Up to December 31, 1955, private 
lenders have supplied $32 billion for home loans to 4,200,000 veterans 
under the program. This performance in an 11-year period might 
well be considered phenomenal. It is all the more phenomenal 
when it is considered that at the end of 1944 the total mortgage debt 
outstanding was only $35 billion. 

During the past 3 vears the average purchase price of new homes 
on which loans were closed and guaranteed under VA section 501 has 
increased from $11,500 in September 1953, to a new high of $13,654 
in September 1956. Likewise, the loan amount as a percent of pur- 
chase price has increased from 88.5 percent in September 1953 to 92.5 
percent in September 1956. The percentage relationship of loan to 
value hit its high point of 95.5 percent in April 1955. Further, the 
percent of loans closed on new homes where the purchase price was 
$15,000 or over increased from 8.1 percent in September 1953 to a 
new high in August 1956 of 27.4 percent. 

Obviously, from the résumé it is very evident that if these relation- 
ships had been the same in 1956 as they were in 1953, a substantially 
greater number of housing units could have been built with the mort- 
gage investment funds which were made available. 
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It should also be borne in mind that the so-called tight money 
situation has been present since the early part of 1954 and has con- 
tinued through 1956 but with increased impact in the latter part of 
1956. Credit availability for all types of borrowing has been—and 
still is—in short supply. Demand for credit in the rapidly expanding 
economy far exceeded available funds. The net result has been a 
general increase in interest rates and yields on an accelerated basis 
since the middle of 1956. 

In the face of this situation, mortgage investors valiantly endeav- 
ored to continue to make VA loans—and I might add FHA loans 
under the fixed rate formula prescribed by Congress. Toward the 
end of 1956, with the rapidly increasing yields from competitive 
investment opportunities and the short supply of available funds, 
mortgage money for VA loans virtually dried up. All indications 
point to the continuation of the so-called tight money market for 
some time into 1957. 

In the light of past experience and the critical attitude which pre- 
vails with respect to discounts on Government-underwritten mortgage 
loans under the VA program, it would seem that the time has arrived 
for a reevaluation of the necessity for a fixed interest formula on 
VA-guaranteed loans. 

The following quoted comment from an editorial in the New York 
Times of December 5, 1956, we believe succinctly points up the 
shortcomings embodied in maintaining a fixed interest rate policy in 
connection with federally underwritten loans: 





Money is essentially no different from commodities, goods, or labor in that it 
is subject to the basic law of demand and supply. When there is a limited amount 
of savings it is going to be employed where it will bring the best price (i. e., the 
highest return). This goes far to explain why the major share of the decline in 
housing starts this year is to be found in those areas where mortgage rates are 
“administered” rather than in those areas where the conventional mortgage is 
used, with its completely flexible interest rate. 

From the experience of the last few years, it seems abundantly 
clear that if VA mortgages are to be able to compete with other forms 
of long-term investments on a basis which will be successful in main- 
taining a reasonably steady rate of home building, these mortgages 
should be freed of a fixed interest rate. 

Nobody would complain about a fixed interest rate if such in- 
terest rate were at all times competitive with other types of invest- 
ment. ‘To fix an interest rate to meet this qualification is well nigh 
unpossible. Likewise, administrative adjustment from one fixed 
rate to another fixed rate is usually too little and too late and kas 
serious repercussions in connection with the long-range consideration 
necessary in the development and building of homes. 

In this connection it should be noted that mortgage financing 
must be arranged substantially in advance of the actual construction 
or sale of the proposed houses. Advance commitments for perma- 
nent financing are the generating power providing funds for the 
building of new homes. Available funds for such financing are in 
constant competition with other types of investment which are not 
subject to rigidly fixed interest rates. 

In an increasingly tight capital market, with interest rates on all 
other types of securities—-including obligations of the Government 
itself—showing increased interest rates and yields, the use of dis- 
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counts on the fixed interest rate investments is out into play as a 
compensating factor. 

Because of outstanding long-term advance commitments for 
home building, there is always a timelag of 4 to 5 months behind the 
movements of interest rates and/or yields in the general capital market. 
This 4- or 5-month lag with advance commitments outstanding per- 
mits new home construction to continue. Actually, under the fixed 
interest rate formula, the home builders must compete for mortgage 
funds on the basis of the amount of discount they are willing to pay. 
The only sound cure for this situation would be the setting of an inter- 
est rate sufficiently high to eliminate the necessity for the use of 
discount. On this basis, builders instead of competing for mortgage 
money via the discount route, would be enabled to compete for 
mortgage money on an interest-rate basis. This would provide a 
sounder situation in the housing industry, as it has been evident in the 
past that while large-scale builders can absorb in one manner or another 
a fairly large discount, small- or medium-sized builders are in a dis- 
advantageous position in a continually rising discount market. Under 
such a formula, interest rates charged on mortgages would in effect 
become self-regulatory, which has been the situation in the conven- 
tional loan market for many decades. Should mortgage funds become 
available in large volume, the interest rate at which mortgages could 
be secured would be reduced by competition; in periods when money 
is generally tight, builders and mortgage companies would at least be 
in the position of being able to finance their housing production by 
securing mortgage funds on a competitive basis. If the discount 
practice which is the offspring of the fixed interest rate could be 
eliminated, there certainly should follow a compensating reduction 
in the price of houses being built. It would seem logical to assume that 
if a builder can build a $10,000 house and absorb a 5-percent discount 
to secure the mortgage financing, the same builder should be able to 
market the house at $9,500 and still retain his profit margin. Such a 
reduction in the price would in some measure compensate the ultimate 
buyer for the higher interest rate which he may be obliged to pay. 

I cannot too strongly urge that serious consideration be given to the 
merging of the VA loan program into the FHA program at the earliest 
possible moment. Such action should also tend to reduce the price of 
housing by eliminating processing costs which have been estimated 
by builders to range anywhere from $50 to $225 per house, with one 
large builder indicating that his extra costs went as high as $300 on a 
$10,000 house. 

In closing we would like to state, with reference to proposals to use 
moneys in the national service life insurance fund for investment in 
GI mortgages at par, that we are opposed to this proposal. 

In testimony before the House Banking and Currency Committee 
on May 17, 1956, with reference to a similar proposal, we stated as 
follows: 

We agree with the President of FNMA that the VA loan purchases under these 
provisions would be at prices higher than the applicable market prices and hence 
would seriously curtail the growth of the private secondary market in mortgages 
which is increasingly helpful in spreading mortgage funds throughout the country. 
This compulsory action would increase the national debt and would put the 
Secretary of the Treasury as trustee of the insurance fund in the equivocal position 
of investing these trust funds in assets for no other purpose except as an attempt 
to stabilize a VA mortgage discount market on a purely regional basis. Such 
action would not only be unwarranted, but might well be considered in violation 
of the trustee’s duty to the policyholders. 











VETERANS’ LOANS 193 


Mr. Cuarrman. Mr. Saylor, any questions? 

Mr. Sayior. Yes. 

Mr. Held, would you care to give this committee the benefit of your 
thinking with regard to the variation that would occur in interest 
rates, in the flexible interest rates which you propose? 

Mr. Hevp. I can give you some indication. e last report issued 
by the National Association of Real Estate Boards indicated that on 
conventional loans, in 36 percent, I believe 36 percent—I have not 
got the figures exactly —36 percent of the country, conventional loans 
can still be made at 5 percent. In the balance of the country, the 
rates run from 5% and 5% up to as high as 6 percent. 

In September, the rate on 60 percent of the loans could be made 
at 5 percent. And that has dropped down to about 36 percent or 
possibly below that by now. 

So that you might assume that an FHA or a GI loan would certainly 
command the same rate as a conventional loan and probably a quarter 
to a half percent less. 

Mr. Saytor. In your conventional loans, your savings banks are 
limited usually to 66% percent. 

Mr. He vp. Sixty-six and two-thirds percent. That is the standard. 

Mr. Sartor. Now, actually, a savings bank is not taking much of 
a chance, or anybody else is not taking much of a chance, on a Gov- 
ernment loan or a GI loan. 

Mr. Hep. Well, under present conditions, no. But actually, a 
GI loan is made to an individual, and there are a great many factors 
involved, State laws, power of doing business in the States, and you 
are making it in effect on the exclusive credit of the individual with, 
in effect, no guaranty that you are going to get that interest rate 
throughout the entire period of your investment of 25 or 30 years. 

Mr. Sartor. No more than you are in a conventional loan which 
you make. 

Mr. Hep. That is quite true. 

Mr. Saytor. But you do not have the additional risk of probable 
loss. 

Mr. Hep. That is true. We do not. 

Mr. Say or. So therefore the veteran should be given some benefit, 
should he not, in figuring out what his interest rate should be? 

Mr. He xp. Possibly a half percent below conventional rate. 

Actually, when we talk about 4% percent or 5 percent, we have got 
to take into consideration that in a mortgage loan as against, let us 
say, maritime ship loans, where we have no expense in taking care of 
the lean, we have an expense of about 0.30 as a servicing cost for those 
particular loans. And if we do it out of State, we have a further 
expense because we have to pay a half of 1 percent. So that actually, 
on that yield, it is not 4% percent. It is down at a maximum to about 
4.20. And on a 5 percent basis, it would be about 4.80. 

Mr. Saytor. That is all. 

The CuarrmMan. Mr. Held, I think you have a very interesting 
point, in that the price of the house would go down if we could get 
rid of the discount points. Do you really believe that? 

Mr. He xp. I certainly do. And I think it could be controlled to 
a very great extent through the VA appraisal practice. That is, in 
their actual appraisal of these houses, certainly if it is true, what was 
said in the Bradley report, that in some cases VA appraisals were 
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102 to 107 percent of FHA appraisals, certainly there should be some 
basis for a reduction in the price of housing without in effect affecting 
the profit that the builder gets. 

The CuarrMan. Of course, the only way you are going to get rid 
of discount points is a flexible interest rate. “An increase to 5 percent 
would not do it. 

Mr. Hep. That is right. All that will do will be to modify the 
discount. 

Mr. Sartor. Let me ask you just one question, Mr. Held. 

Mr. Hetp. Yes, Mr. Saylor. 

Mr. Sartor. I am thinking along this line, that on a loan from 
30 to 38 percent, there might be 5 percent interest, that on 80 to 90 
percent of the appraised value it might be 4% percent interest, on a 
70 to 80 percent loan 4%, 70 percent and below a 4 percent interest 
rate. 

Mr. Hep. That is the way the discount market works today, sir. 
Life insurance companies, for instance, and savings banks, also, might 
pay, in California where a market might be, let us say, 95%—if they 
have a 20-year term or 25-year term, with 10 percent down, they 
might pay as high as 98% for that same loan. And that is adjusted 
in effect in the discount under the present rate structure. 

Mr. Saytor. Yes, but the loan which the savings banks would be 
interested in buying would be limited probably to a 50-mile area. 

Mr. Hep. Oh, no, sir. We operate in every State in the United 
States, including Puerto Rico and Alaska, purchasing loans. 

We purchase the investment after it is completed. 

The CHarrMAN. We appreciate your coming down and helping the 
committee, Mr. Held. 

The committee will be adjourned until 9:30 a. m. tomorrow. 

(Whereupon, at 12:08 p. m., a recess was taken until 9:30 a. m., 
Thursday, January 31, 1957.) 
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GUARANTEED AND DIRECT LOANS—USE OF NA- 
TIONAL SERVICE LIFE INSURANCE TRUST FOR 
LOANS—DISCOUNT PRACTICES—OPERATIONS OF 
VHMCP 


THURSDAY, JANUARY 31, 1957 


House oF REPRESENTATIVES, 
COMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met at 9:35 a. m., pursuant to recess, in room 356, 
Old House Office Building, Hon. Olin E. Teague (chairman) presiding. 

The CuarrMan. The committee will come to order. 

Our first witness this morning will be Mr. Frank Flynn from the 
Prefabricated Home Manufacturers’ Institute. With him is Mr. 
Pat Harness, executive vice president of the Prefabricated Home 
Manufacturers’ Institute. 

Mr. Price. And Mr. George Price, the president. 


STATEMENTS OF FRANK P. FLYNN, JR., COCHAIRMAN, LEGIS- 
LATIVE COMMITTEE, PREFABRICATED HOME MANUFACTURERS’ 
INSTITUTE; GEORGE E. PRICE, PRESIDENT, AND PAT HARNESS, 
EXECUTIVE VICE PRESIDENT, PREFABRICATED HOME MANU- 
FACTURERS’ INSTITUTE 


The CHarrMAN. Mr. Flynn, many of our committee members have 
other committee meetings to attend and are not here. They will 
have the transcript to read. 

Mr. Frynn. Mr. Chairman and gentlemen of the committee, my 
name is Frank P. Flynn, Jr. Iam executive vice president of National 
Homes Acceptance Corp., of Lafayette, Ind., and am testifying in 
behalf of the Prefabricated Home Manufacturers’ Institute as co- 
chairman of our legislative committee. With me are George E. Price, 
president of the Prefabricated Home Manufacturers’ Institute and 
Pat Harness, executive vice president. 

Our institute is composed of companies which produce the great 
bulk of prefabricated homes in the United States. We are vitally 
concerned with the Government’s insured and guaranteed loan pro- 
gram because the major portion of our production is in the low- and 
medium-price house field. Consequently, a large percentage of our 
houses are financed by means of FHA insured or VA guaranteed loans. 
In the first 7 months of 1956 nearly 55 percent of the production of 
prefabricated homes went to veteran buyers under the VA program, 
with an additional 24 percent financed by FHA insured loans. 
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The shortage of such loans during most of 1956, and the complete 
lack of such loans at present and in the foreseeable future, is having 
serious effects on not only our industry, but the entire home building 
industry. 

The CuarrMANn. May I ask you a question there? 

Mr. Fiynn. Yes, sir. 

The CHarrman. Why are 55 percent going into the VA program 
and 24 percent into FHA? 

Mr. Fiyny. I think chiefly, Mr. Teague, because of the fact that 
the majority of our production is in houses, I would say, under $15,000 
or $16,000. Consequently in that field most of the purchasers are 
not in a position to avail themselves of conventional financing. They 
do not have the 25 to 40 percent downpayment that is required for 
such type loans. 

At present, to our knowledge, there is absolutely no possibility of 
obtaining commitments for future delivery of VA guaranteed loans 
and practically none for FHA insured loans. The fact that FNMA 
is acquiring insured loans at the rate of $34 million per week the past 
2 weeks at an effective price of 92, indicates there is no money avail- 
able from other sources for investment in these loans. 

It is interesting to observe that at this price, a 4%-percent VA 
loan guaranteed by the United States Government offers a yield to 
investors of 5.18 percent if carried to maturity, or 5.45 percent, 
almost 5% percent, if figured on the life of the loan of 12 years, which 
is more realistic. This is the going rate and yield for a Government 
guaranteed obligation at present. 

Of equal concern, however, is the fact that as soon as FNMA 
exhausts its funds, which at present rate will be approximately 
the first week in March, it will cease to function as a peg on insured 
mortgage prices and the vast volume of loans in process and in ware- 
housed status will depress the price to a point where the loss suffered 
by the holders through forced liquidation will present serious nation- 
wide repercussions. 

The mortgage company which I head has originated and sold 
to private investors over $300 million of insured or guaranteed 
mortgages in the past 10 years and, at present, is servicing over 
$250 million in loans for many of the largest and finest lending insti- 
tutions in the country. Our industry has demonstrated an ability 
to find mortgage funds when they are available at all, and we feel 
that we are qualified to express an opinion on this crisis which exists 
in veterans’ housing today. 

Our industry realizes, of course, that this committee is concerned 
primarily with housing only as it affects the veteran. We know also 
that the veterans’ housing program was created as a readjustment 
device for veterans and was not intended as a support for the building 
and lending industries. I have tried to direct my remarks to this 
problem, because the availability of housing for veterans has been 
vitally affected during the past 10 years by the availability of mort- 
gage funds. 

Ve realize, also, that some of our recommendations for remedial 
legislation may fall within the province of other committees of the 
Congress. However, because of the interrelationship of mortgage 
finance and adequate housing for veterans, we direct our remarks to 
this committee. 
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According to information put out by this committee in the recentl 
published booklet on utilization of loans by veterans of World War I 
about 25 percent of all World War IT veterans have used their home- 
loan benefits. In some 29 States, the average was less than 25 percent. 
It is evident that many veterans who would like to use their home-loan 
benefits will not be able to do so unless funds are available. 

It is the Korean veteran, however, that we feel deserves special 
attention. Mortgage droughts in our industry have been the rule, 
rather than the exception, ‘during the past few years and too many 
Korean veterans have never had a chance to finance a new home. 

An emergency exists in home financing today. If it is the decision 
of this committee that steps be taken by the Congress to relieve the 
situation as far as the veteran is affected, we urge that such action be 
given a priority by the Congress and this committee. 

We feel, that in the present emergency, it is imperative that FNMA 
be furnished additional funds before March 1 with which to purchase 
VA guaranteed mortgages. Otherwise we predict the veterans hous- 
ing program will come to a complete halt, since no other market for 
the loans now exists in any quantity. We recommend that the 
interest rate on VA loans be increased from 4% to 5 percent and that 
flexibility of interest rate be provided so that prices for insured and 
guaranteed loans can be as near as possible. FNMA will be unable 
to operate on a self-supporting basis unless it has sufficient spread 
between the rate needed to make its debt obligations attractive to 
private investors and the rate on the mortgage in which it invests. 

Since FNMA appears to be the only answer to the present mortgage- 
money crisis, we respectfully recommend and urge that emergency 
bagels ion be enacted immediately containing the following provisions: 

Increase FNMA ability to purchase mortgages by increasing the 
eres nt by the United States Treasury in preferred stock to $250 
million. 

Authorize the Treasury to invest up to $2,500 million in FNMA 
debt obligations. 

Authorize the investment of $1 billion of national service life 
funds in FNMA debt obligations with provision that such funds be 
restricted to investment in VA mortgages. 

Remove requirement that FNMA purchase loans “within the 
range of market.’”’ This provision is in the present law. Since there 
appears to be no market other than FNMA, such a requirement is 
impossible to interpret. Prices for loans should be as near par as 
possible if FNMA is to effectively serve its purpose. This is predi- 
cated, of course, on an assumption that the VA interest rate is in- 
creased to 5 percent. 

5. Require a minimum stock subscription of 2 percent by sellers of 
mortgages to FNMA in order to accomplish the conversion of FNMA 
to private ownership as soon as possible. 

Permit FNMA to issue commitments to purchase loans, said 
commitment to be good for a period of 12 months. Purchase price 
would be the same as immediate purchase price but a commitment 
fee of 1 percent would be charged which is nonrefundable, and on 
any loans purchased under commitment the stock subscription would 
be 3 percent rather than 2 percent. The latter two provisions would 
discourage reliance on FNMA when private investors were in the 
market and would help to increase subscription to common stock 
which is desirable. 
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Increase the authorization of funds under the special assistance 
program since the present funds for military housing are woefully 
inadequate. Also, since it is impossible to obtain interim construction 
financing for military housing, permit FN MA to provide the construc- 
tion financing as well as the permanent mortgage, since it appears 
likely that FNMA will be the only buyer of such mortgages. 

These suggested changes in FNMA will divert funds into home 
mortgages without upsetting the tight money policy, which its pro- 
ponents declare necessary to combat inflation. Many private 
investors who will not purchase mortgages for many reasons would buy 
the debt obligations of FNMA. Pension funds, particularly of those 
who are unwilling to purchase mortgages because of servicing prob- 
lems, et cetera, would be interested in obligations of FNMA. “Conse- 
quently, without increasing the overall supply of money in the 
economy a larger proportion of the available funds would be diverted 
to real-estate mortgages. 

FNMA would not be competing with private investors because no 
one would do business with FNMA if they could sell loans to private 
investors because there is no particular advantage in doing so and 
there are several disadvantages. 

In closing, I might add that our industry has literally thousands 
of homes on back order by veteran purchasers, most of them trying 
to use their GI bill entitlement prior to its expiration. 

Thank you for the opportunity of presenting our views before this 
committee. 

The CuarrMan. Mr. Flynn, I am sure you realize that many of 
your recommendations go beyond the scope of this committee. 

Mr. Fiynn. Yes, sir. 

The CuHarrman. I hope you send your recommendations to the 
Banking and Currency Committee also. 

Mr. Fiynn. We intend to do so. 

The CuarrMan. Mr. Weaver, do you have any questions of Mr. 
Flynn? 

Mr. Weaver. I have no questions. 

The CHatrmMan. Mr. Adair? 

Mr. Aparr. I have no questions. 

The CuarrMan. Mr. Ayres? 

Mr. Ayres. You mentioned that there was a great market for 
homes under $15,000 and you state that you have this large backlog 
of orders from veterans who are trying to get homes. What per- 
centage of these, or if you cannot name the percentage, just state 
what is your opinion of the percentage of these veterans who fall into 
what is now known as direct loan areas? 

Mr. Fiynn. Frankly, Mr. Ayres, I do not think that in percentage 
figures right now too high a percentage fall within the so-called direct 
loan areas. Now, frankly, today the distinction between the so- 
called direct loan areas and those not specified no longer exists. There 
is in Chicago, in Kansas City, in Los Angeles, in any metropolitan 
area a situation where it is impossible to get a VA loan today other 
than at a discount which is prohibitive and consequently the problem 
now has become general rather than specific. There naturally are 
fewer calls or fewer orders for homes in the smaller areas because of 
just the percentage of people, the income level and so forth, There 
still, of course, exists a demand and a market for homes in those 
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areas. I would say that today, however, it is a rather small per- 
centage. 

Mr. Ayres. You have a home that sells for less than $10,000? 

Mr. Fiynn. Yes, we have homes that sell for as low as $7,500 plus 
the lot and in these rural areas lot prices are such that the entire house 
and lot could sell for as low as $8,500. 

Mr. Ayres. Does that include erection of the home? 

Mr. Fiynn. Yes, that would be complete and ready to move into. 

Mr. Ayres. Do you think it would help the situation if the mini- 
mum amount of the direct loan were to be raised to say $12,500 or 
$13,500? Would that make it possible for you to get into the market 
which you are not now in? 

Mr. Fiynn. I think at the present time where there are no funds 
available in any area that such an increase would be of benefit. At 
the present time the probabilities are that $12,000 would, I think, be a 
realistic figure. That is for the majority of people about as high a 
purchase price as the income level in those areas would justify on any 
volume basis. There naturally will be individuals in these communi- 
ties who can afford a much higher priced house but the general 
economic level and income level in those communities is such that I 
am sure $12,000 or $12,500 would be as high as would be practical. 

Mr. Ayres. You also spoke of prior commitments. Do you do a 
large volume of business with contractors who are developing areas 
rather than the individual veteran? 

Mr. Fiuynn. Yes. Throughout the industry I think the majority 
of the members sell their houses or market their houses through a local 
builder, a local contractor, a builder-dealer. That is the general 
practice in the industry. 

Mr. Ayres. Do you get any requests directly from the veteran, an 
inquiry wanting to know what it will cost him to get a home and have 
it delivered on the spot with him doing the work? 

Mr. Fiynn. We ourselves, I know, get a number of such inquiries 
and I would think it would be common in the industry but we do not 
ourselves build that way and I do not think that there are very many 
members of our industry who do sell their houses direct to the pur- 
chaser or the consumer. 

Mr. Ayres. Then what you are primarily interested in is the 
builder being able to get financing so that he can buy your homes. 

Mr. Fiynn. Yes sir. That is our primary interest. 

Mr. Ayres. Because unless he can get a primary commitment for 
mortgage money he is not going to make a contract with you to 
deliver X number of homes. 

Mr. Fiynn. Yes, that is right; nor can he furnish homes to the 
purchaser or the consumer. 

Mr. Ayres. That is all, Mr. Chairman. 

The CuarrMan. Mr. Long? 

Mr. Lona. Inasmuch as your statement goes into fields with which 
we have little or nothing to do, 1 wondered if you want to hazard a 
guess as to what will happen in the event that we do not raise the 
interest rate. 

Mr. Fiynn. Dr. Long, I would predict that in the event the interest 
rate is not increased it would be necessary to provide a direct loan 
program or function through FNMA with all of its debt obligations 
being purchased by the Treasury. At least with our present interest 
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structure. For example, FNMA cannot operate on a self-sustaining 
basis if they have to pay 4% on their debentures and only collect 4% 
percent interest; and FNMA under its regular operations, leaving 
aside the special assistance program, has never cost the taxpayers of 
America a dime and prior to its reorganization in 1954 had shown a 
profit of over $120 million. 

Mr. Lone. I am wondering if we do increase the interest rate to 
5 percent, will we still need the direct loan in order to get loans for the 
boys in the rural areas? 

Mr. Fiynn. I do not feel, frankly, that the increase to 5 percent 
will provide very much additional money at the present time through 
private investors. However, I feel that the operation of FNMA 
under our proposed recommendations actually constitutes a means of 
direct lending and accomplishing the purpose by the utilization of a 
tried and established and proven method of handling the direct loan 
program. In other words, FNMA will and has always made loans in 
these rural areas and also in low-cost housing programs in various 
fields where direct lending is necessary, and I think that with the Gov- 
ernment, with the Treasury investing in these debt obligations of 
FNMA which is in effect putting Government money or diverting 
money from the Government into the mortgage field, we are in effect 
accomplishing what is sought to be accomplished by the direct lending 
program. 

Mr. Lone. I yield, Mr. Chairman. 

The Cuarrman. Mr. Boykin? 

Mr. Boyxtn. You mentioned the large discounts. What are the 
discounts? 

Mr. Fiynn. I was in New York yesterday, Mr. Boykin, and was 
offered a $5 million commitment at a price of 87 and I thanked the 
institution very kindly but told them that you could not stay in 
business with that because one problem that I think needs clarification 
is that these discounts are coming out of the pockets of the builder. 

With all of the protections afforded by the FHA and the Veterans’ 
Administration under their appraisal system the builders of America 
are either going to have to quit business or it is past the phase where 
they are building for fun. Now the building is coming out of their 
own pockets and that is why it is a serious matter and why it is im- 
portant, we feel, to provide legislation as we have recommended in 
order to straighten out this problem. We have heard that the increase 
in interest rate is the answer to this problem but one phase of this, 
as you gentlemen, I am sure, understand, is that there is more than 
rate involved. Mortgages, because of the various questions involved 
in their handling which were brought out by some of the gentlemen 
who have testified here during the past 2 days, the matter of servicing, 
the matter of risk involved in foreclosures, the matter of inspections 
and so forth, mortgages consequently are not as attractive an invest- 
ment. 

There is a prejudice upon the part of many sources of funds who 
frankly aren’t set up to handle mortgages. Another thing is that 
many of the lending institutions in the country, because of the fact 
that they have been so active in lending and in mortgage financing, 
are now in @ position where their portfolios or the percentage of their 
funds and assets which they wish invested in mortgages has been 
reached and consequently I do not feel that any substantial additional 
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funds would be brought into the market through private sources at 
the present time if the rate was increased. It is necessary, however, 
even for the FNMA to function properly that the rate be increased 
and that is one of the chief reasons why we are in favor of the same. 

Mr. Boykin. That is all. 

The CuarrmMan. Mr. Whitener. 

Mr. Wurrener. I have been wondering, Mr. Flynn, if we had an 
authorization of an interest rate increase and an increase in the limita- 
tion from, say, $10,000 to $12,000 or $12,500, if that in your opinion 
would have the effect of increasing the cost ultimately of the house to 
the veteran and therefore contribute toward this so-called inflationary 
process. 

Mr. Fiynn. Well, I do not think it would have any substantial 
influence, Mr. Whitener. I am not an economist. I am an attorney, 
but I have always been taught that underproduction was what con- 
tributed to inflation rather than overproduction and I cannot agree 
with those people who claim that all of our evils are occasioned by the 
fact that we have been providing easy credit and permitting too many 
houses to be built. I think the more houses that we build the less 
inflationary pressures will be created. 

Mr. Wurrener. Thank you. 

The CuairMan. Judge Shuford? 

Mr. Suurorp. I have no questions. 

The CuairMan. Mr. Christopher? 

Mr. CurisrorHer. I have no questions. 

The CuatrMan. Mr. Diggs? 

Mr. Dieas. I have no questions. 

The CuarrMan. Mr. Sisk. 

Mr. Sisk. I have no questions. 

The CuarrMan. Mr. Weaver? 

Mr. Weaver. On the first page you mentioned that there is abso- 
lutely no possibility of obtain: .g commitments for future delivery of 
VA guaranteed loans and practically none of FHA insured loans. 
Others who have testified have stated that they are able to obtain 
commitments for FHA but none for VA loans. 

Mr. Fiynn. Mr. Weaver, there are at least more funds available 
for FHA than VA. This is a personal observation, not an institu- 
tional observation. Our mortgage companies are handling loans for 
about 100 insurance companies and savings banks, savings and loan 
associations throughout the country. I have received over 25 letters 
from these various institutions in which, in spite of the increase to 
5 percent, they say they are not in a position to give us any allocation 
for FHA loans in 1957. In other words, it is not with them a matter 
of rate. It is just that they are either committed up or have all of the 
funds invested in mortgages at this time that they are in a position to 
invest. 

The CuarrmMan. Mr. Flynn, do all commitments to veterans today 
have a savings clause in them? . 

Mr. Fiynn. Yes. In fact, even the local mortgage company 
originating these loans for an investor has to have that, Mr. Teague, 
because all of the ultimate investors require that, if the rate is 
changed, the interest rate be at the maximum. 

The CHarrMan. How does that operate? What is the effective 
date? Is it when the house is completed? Suppose the house is 
completed today and the interest rates change next week? 
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Mr. Fiynn. Frankly, it is a serious problem because there are a 
lot of loans on which the certificate of reasonable value and in many 
cases the commitments have been issued that are not being closed by 
the investors because of the lack of funds. In most cases the practice 
is at the closing of the loan, in other words, when the mortgage is 
signed and executed by the veteran. I do think it is imperative, if 
I may presume to make the suggestion, that action be taken immedi- 
ately because the program has come to a standstill and I think it is 
apparent that with this indecision and with not knowing what legis- 
lation, if any, is to be enacted, even those people who are conscien- 
tious and attempting to do a job for the veteran are in a position 
where they have difficulty in doing so in committing themselves. 

The CHarrman. Mr. Flynn, I think if this committee was sure as 
to what was the right thing to do it would do it today but I do not 
believe we are sure. I know that I am not sure as to what is the right 
thing to do. We would like to get it settled because we realize the 
uncertainty going on throughout the housing industry. 

Mr. Suurorp. Mr. Chairman, may I ask one question? 

The CHarrMan. Judge Shuford. 

Mr. Suurorp. I was very much interested in your observation re- 
garding the portfolios of these lending companies. I believe you said 
you represented something like 100 insurance companies who formerly 
had been purchasing mortgages. 

Mr. Fiynn. Yes. Mr. Shuford, they are not all insurance com- 
panies, but various banks, insurance companies and savings and loan 
companies. 

Mr. Suurorp. The trouble really is that their portfolios have been 
completed as far as mortgages are concerned and they are not par- 
ticularly interested in the interest rate regardless of what it is. 

Mr. Fiynn. I would not want to presume to say that that was the 
case universally. I just happen to know that with a number of the 
lending institutions with whom we do business that that is true and 
I think an analysis of most of their statements will indicate that they 
are very heavily invested in mortgages. 

Mr. Suurorp. And they have no allocation for 1957 for the pur- 
chase of additional mortgages so that, regardless of the interest rate, 
their portfolios are full and they are not in the market to buy any more 
mortgages. 

Mr. Fiynn. There are a number of investors in that position, 
Mr. Shuford. 

Mr. SuHurorp. Now, what effect would it have on FHA loans if 
this committee and the Congress did not raise the interest rate? 
Would that bring those loans out in the fore and would these companies 
want to purchase them? 

Mr. Fiynn. There would be, as at the present, the situation where 
what money is available would by necessity be funneled into FHA 
loans rather than VA loans. The problem, not only the immediate 
problem but the problem for the future, and ‘after all the Korean 
veterans have a number of years yet in which to exercise their entitle- 
ment, is to direct more money into mortgages and that means obtain- 
ing money from new sources because all we have to do is look at the 
assets and the percentage of assets of present investors to realize 
that we have to get new sources of money. This plan which in effect 
is direct lending, or at least it is direct lending at present when the 
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only market even for these FNMA debentures would be the Govern- 
ment, the Treasury, would be to create a method of obtaining more 
money for the home building, for the mortgage field because of the 
fact that many lenders who are not in a position, frankly, to invest 
in mortgages would buy these bonds or debt obligations because there 
are no servicing problems, it is a piece of paper. 

While in effect these FNMA debt obligations are not a direct 
obligation of the United States Government, because of the interest 
of the Government in FNMA there is a moral obligation on the part 
of the Government and I think most investors consider them as 
Government guaranteed obligations and it would provide a means of 
channeling more of the available money in the country, in our econ- 
omy, into mortgages. It would be at the expense, frankly, of other 
segments of our economy, but that is the problem with which we are 
confronted today: The veteran attempting to purchase a home, and 
the home building industry attempting to provide a home for that 
veteran. We must obtain, by some means, more of the available 
money in our economy. 

Mr. Suurorp. From what source do you think that money could 
come? 

Mr. Fiynn. Well, it would come from banks, insurance funds, in- 
surance companies, who would buy those KENMA bonds rather than 
some other type of bond. They would buy those perhaps rather than 
the obligations of the Maritime Commission in which they are pres- 
ently investing. It would come from corporate bonds and so forth. 
It would be a means for investors who prefer to invest in bonds doing 
so and at the same time having that investment result in money being 


channeled into the home building industry. 
Mr. SHurorp. Thank you very much. 
The CHarrMan. Are there any other questions? 
Thank you, Mr. Flynn. 
Mr. Fiynn. Thank you, Mr. Teague and ladies and gentlemen. 
The CHarrMaNn. Our next witness will be Mr. George Goodyear, the 
president of the National Association of Home Builders. 


STATEMENTS OF GEORGE S. GOODYEAR, PRESIDENT; JOSEPH 
McGRATH, LEGISLATIVE DIRECTOR; AND HERBERT S. COLTON, 
GENERAL COUNSEL, NATIONAL ASSOCIATION OF HOME BUILD- 
ERS 


The Cuairman. Mr. Goodyear, would you care to introduce the 
gentlemen with you? I am sure we all know Joe McGrath. 

Mr. Goopyrar. Mr. Chairman, as you know, my name is George S. 
Goodyear. I have with me Mr. Joseph McGrath, the legislative 
director of our association and Mr. Herbert Colton, our general 
counsel. 

I appreciate the opportunity to appear before you today as president 
of the National Association of Home Builders. As you know, that 
organization is the trade association of the men who build America’s 
homes. It has a membership of over 40,000, organized in 281 affiliated 
local associations. 

I am able to give you an unusually up-to-date report on the con- 
struction of new homes for veterans as it is affected by mortgage 
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financing, because our association concluded its annual convention 
just a week ago. There were present several thousand builders from 
practically every State in the Union. Representative committees 
debated and discussed, among other things, the questions with which 
this committee is concerned and, following careful consideration of 
these committee reports, our 475-man board of directors unanimously 
adopted a statement of general policy for 1957. 

That statement, which I would like to place in the record at the end 
of my statement, reflects the overwhelming conviction of the builders 
of this Nation that it is no longer possible to use mortgage financing 
guaranteed by Veterans’ Administration for the construction of new 
homes for veterans. 

The CuarrMAN. Let me say here that your statement may be 
placed in the record. 

(The statement referred to follows:) 


NAHB 1957 Poticy STATEMENT 


The home building industry faces in 1957 conditions which threaten to cancel 
its 25 years of steady progress toward the goal of good homes for all Americans, 
This progress has been made possible by low down payment, long-term mortgage 
financing at relatively low rates of interest. There is now an alarming trend 
away from this necessary pattern. 

Without financing suited to its ability to pay, the American family cannot buy 
a home. Without production credit at reasonable rates home builders cannot 
effect, and pass on, the economies which their customers have a right to expect. 

The experience of the past two decades has dramatically demonstrated that 
(1) a healthy home building industry is basic to a sound economy, and (2) more 
important, widespread private ownership of good homes is the basis of a strong 
and free society. The strength of America depends on the character of its people; 
and character is formed in the home. Out of the American home, the Nation is 
built. 

We are deeply concerned that these truths are being forgotten by some in posi- 
tions of authority. At a time when our economy is at its peak, the average 
American finds it increasingly difficult to buy a home. While the economy 
booms, housing starts are down. Current FHA and VA applications indicate 
an even sharper drop to come. Most significantly, the decrease in available 
housing is almost entirely in the price ranges for moderate income families. There 
is something fundamentally wrong with a credit situation which denies home 
ownership to increasing numbers of Americans. 

Home buyers, particularly those of modest means, are inordinately affected 
by the burden of “tight money.’”’ Meanwhile, credit continues, without visible 
impairment, to flow in record-breaking amounts into industrial expansion and 
into shorter term and higher yielding consumer loans. Irreparable damage to 
the home building industry, to other small business and to the Nation must 
inevitably follow if credit is available only to those who can afford to pay a high 
price. To accomplish the stated and laudable objective of preventing inflation, 
Federal Reserve and Government credit policies must be reshaped to insure more 
equitable distribution of available credit to all sectors of the economy. Only 
thus can the basic shelter needs of the American public be satisfied in today’s 
economy. 

Home buyers must continue to suffer because our industry—compared with 
others—does not enjoy equal opportunity of access to the capital supply. Our 
industry is immediately affected by (1) special tax and similar advantages to 
other industries which severely restrict the ability of the home builder—and of 
his typical customer—to compete for money; and (2) governmentally stimulated 
competition for capital for guaranteed loans for ship construction, for public 
buildings and for military housing. This will be further aggravated by the road 
building program. Some means must be found to apportion available credit 
properly to our industry and to these and other desirable uses. 

With all of this in mind, the 40,000 members of the National Association of 
Home Builders declare for 1957 the following policy designed (1) as an emergency 
measure to provide mortgage funds in geographic areas and in price ranges where 
not now available through parity of VA and FHA interest rates, recognizing that 
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this will be futile without expansion of the Federal National Mortgage Associa- 
tion; and (2) as a permanent solution to (a) establish a sound central mortgage 
facility, and (b) reexamine the Nation’s tax and credit structure. 





I. MORTGAGE FINANCE 























The legislative ceiling on the VA interest rate must immediately be equalized 
with that limiting the FHA rate. We hope that the higher rate will increase 
available mortgage money and reduce discounts demanded by lenders. We urge 
lending institutions, recognizing their responsibilities, to avoid unconscionable 
charges which can be exacted in today’s economic climate. Otherwise, the inevi- 
table reaction against excesses (now becoming distressingly frequent) will further 
increase pressure for direct governmental lending. 

If our economy is to maintain necessary stability, the tremendous demand for 
capital must be controlled at its source. The full weight of the Federal Govern- 
ment must be placed behind measures to distribute credit more equitably to all 
parts of the economy, including steps to defer all except immediately necessary 
public works and to institute a voluntary credit control program. 

To provide an orderly transition to normal financing for World War II veterans 
and to recognize, for veterans and nonveterans alike, today’s cost levels, Congress 
should (a) revise FHA’s minimum down payment schedule and mortgage limit, 
and (b) extend GI loan rights for World War II veterans. 

FHA should, by a searching self-examination, bring up-to-date its processing 
requirements and procedures. 





Il. MONETARY AND CREDIT STRUCTURE 









Recognizing that our monetary and credit system has not been revised in nearly 
half a century, the President and congressional leaders have proposed a thorough 
reexamination of the Nation’s financial and credit structure to determine its 
adequacy in today’s economy. We vigorously support this proposal. 








































lil, EXPANSION OF MORTGAGE SOURCES 











To meet the current emergency it is essential that Congress forthwith (a) 
expand FN MA’s preferred stock by $250 million to provide FN MA with sufficient 
borrowing power in the private securities market to continue its secondary 
market operation in needed volume; (b) recognize that an emergency exists within 
the meaning of FN MA’s established special assistance function requiring use of 
that authority to the extent of $2 billion immediately to prevent further dangerous 
deterioration of the mortgage market and of our economy, and (c) remove the 
$15,000 limitation on mortgages eligible for sale to FNMA. 

The current mortgage crisis sharply illustrates the lack of an adequate reserve 
mortgage banking system and the inherent defects of the mortgage instrument. 
FNMA, soundly managed under difficult conditions, within its limited means has 
done its best to prevent an even more acute shortage of home mortgage credit; 
but there is no adequate instrumentality (comparable to the Federal Reserve 
System in the field of commercial credit) to cope with the problem of stabilizing 
home mortgage financing. For this purpose, we have long urged conversion of 
Federal National Mortgage Association into a true central mortgage bank. 

The recent encouraging trend toward mortgage investment by pension and 
welfare funds should be vigorously encouraged and the proper function in mort- 
gage investment of the rapidly accumulating pension and welfare funds be fully 
explored. 


IV. TAXATION 








The natural disadvantage of home building in the competition for capital has 
been increased by tax provisions which powerfully stimulate capital expenditures 
by other industries. Fast depreciation writeoffs are the most important single 
factor underlying the current excessive demand for capital. In contrast, the tax 
laws provide little, if any, incentive to homeowners or builders. Expenditures for 
home repair and maintenance, in excess of 3 percent of the owner’s income, 
should be tax deductible. We urge a restudy of the Nation’s tax structure with 
particular attention on the impact of taxes in preventing accumulation of working 
capital for land development and construction; restudy of capital gains on real 
estate; and other means of adjusting tax laws to encourage, instead of to restrict, 
residential construction. 
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V. PRODUCTION PROBLEMS 








Homes in numbers consistent with an expanding population and growing 
economy and in price ranges for a broad market cannot be produced unless 
Federal and local governments and mortgage lenders cease discouraging construc- 
tion of homes at prices the mass market can afford. 

Last year we noted with concern that burdensome local zoning, building and, 
subdivision regulations, the exorbitant cost of financing, high land cost, and the 
unnecessary constant increases in VA and FHA requirements are inevitably taking 
home building beyond the reach of its true market—the average American family. 
This year scarce and expensive financing and mounting material costs have in- 
creased the dangerous pressure toward more costly construction. The mistaken 
philosophy that there are too many low cost homes is now heard even in Govern- 
ment planning. We must return to fundamentals to avoid disastrous limitation 
of our market. 

Since only by constant and competent research in both the technical and 
marketing aspects of home building can the American people be assured of homes 
that best serve their needs, we once again urge the stimulation of home building 
research programs on all levels. 






















VI. REHABILITATION, REDEVELOPMENT, AND RENTAL HOUSING 










Widespread public interest in halting the deterioration of existing homes through 
better enforcement of health and housing laws and in redeveloping our blighted 
urban areas has at last reinforced the efforts of the home-building industry. 
Further progress in urban renewal now will depend upon Government moves to 
develop more practical regulations, expeditious procedures, and realistic attitudes. 
We are encouraged by HHFA’s resent attempt to simplify requirements imposed 
on municipalities as a condition precedent to rehabilitation programs and to 
assistance in the acquisition of land. 

The adequacy of present section 221 provisions to accomplish original con- 
gressional intent must be constantly reexamined. 

Unfortunately, the construction of multifamily redevelopment projects (as of 
all rental housing) continues to be retarded by FHA’s basic assumption, now 
firmly embedded in its regulations and procedures, that rental housing sponsors 
must be disciplined and unreasonably controlled. Badly needed financing for 
modest rental housing will not be available unless and until FHA reexamines 
realistically its entire approach in this field. 


















VII. THE “PACKAGED MORTGAGE”’ 







Public recognition in recent years that certain equipment and appliances are 
part of a home—to be financed in the home mortgage—has contributed enormously 
to the rising American standard of living. Such equipment as the electric refrig- 
erator and the washing machine are now popularly considered as much of a modern 
necessity as central heating and the kitchen range and oven (all originally regarded 
as personal property). Certain groups now seek to force buyers into expensive, 
short-term financing for home equipment and appliances. The home-building 
industry vigorously opposes this effort to turn back the calendar. 



















Vill. FUBLIC HOUSING 








There is no justification for continuing the outdated public-housing program. 
Increasing vacancies in existing public housing in most areas have confirmed our 
declaration last year that rising consumer incomes have entirely eliminated any 
need for additional Federal public bousing. Every dollar invested in public 
housing bonds reduces the amount of mortgage credit available for private con- 
struction. 

The Congress should investigate to determine whether occupancy in public 
housing is confined as intended to low-income families. We continue to insist that 
existing public-housing projects be disposed of where no longer needed. 












IX. COMMUNITY FACILITIES 





The most important need for the long range growth of our urban civilization 
and our rapidly expanding population is adequate provision of community facil- 
ities needed for modern family living. Communities are falling further and fur- 
ther behind in producing schools, street, sewer and water, and other facilities 
and are adapting palliatives which cause serious present and future difficulties. 
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Every level of government must (a) study the present and long-range needs of 
our urban areas; (b) determine the tools available and needed to provide the facili- 
ties; and (c) stimulate other government, private institutions, and the general 
citizenry to recognize the need for positive action and cooperation. Builders, 
government, and all citizens must work together to provide for family needs 
within the community and the home in a manner that will promote and not 
deter home ownership. 
X. LABOR 

High productivity is essential if the American people are to be properly housed. 
We oppose restrictive practices which delay or prevent technological advances, 
new methods of construction, and development.of new materials. 

We regard as indefensible coercion of workers through pressure on neutral 
persons by secondary boycotts. We oppose legislation which would weaken 
the secondary boycott provisions of existing law and we support amendments 
to strengthen these provisions. 


XI. MILITARY HOUSING 


Fully recognizing the importance of good housing to the military establish- 
ment to which is entrusted the defense of our country, we urge constant re- 
examination to prevent excessive programing, which unfortunately is occurring 
In some areas, 

Mr. Goopyrar. Thank you. For some months, the supply of mort- 
gage money for GI financing has progressively diminished as yields on 
Government bonds, nongus iranteed morts gage loans, loans for public 
works and plant expansion, and other forms of long-term investment 
have increased, The interest rate of 414 percent on GI loans is simply 
no longer able to compete for funds in oa investment market. 

The Cramman. Mr, Goodyear, may I ask a question there? Do 
you people anticipate any change in the demand for money from plant 
expansion, public works, or other forms of investment within the next 
few months or a year? Have you made a study of that? 

Mr. Goopyrar. We think at the present time that the flow of money 
into plant expansion se emis to be } increasing. 

The Cuamman. I think we are all aware of that. What about 6 
months or a year from now ¢ 

Mr. Goopyrar. Per haps 1 in a year from now there may be a dropoff, 
but we do not see it. There are a lot of things that affect that, Mr. 
Teague, as you know, the rapid tax writeoffs and the fact that manu- 
facturers having to compete because of high-wage rates are abandon- 
ing old plants and moving into plants with automation so that they 
can keep up their production and cut costs. Those things enter into it. 

The Cnatrman. I have been expecting someone in the building 
industry to suggest that maybe tax writeoffs in other industries should 
be cut off to enable money to come into the home-building field. It 
has not been mentioned. 

Mr. Goopyear. We have that in our statement, Mr. Teague. 

I can tell you that few, if any, builders are making plans to construct 
homes for veterans because GI loans in most sections of our country are 
not available or, where available, are offered only at discounts far 
beyond the ability of the builder to absorb. In many cases quoted 
discounts equal or exceed the total profit which the builder anticipates. 

Most of our members report that there still exists a large and steady 
demand from veterans for new homes particularly in the middle and 
lower price ranges, but it is impossible to meet this demand without 
the type of financing provided by the GI loan. Builders have relue- 
tantly concluded that GI loans will become a thing of the past unless 
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the law is amended to place the maximum permissible rate upon a 
parity with that legally permissible for FHA insured loans. Within 
such legislative ceiling, the rate for both VA and FHA loans should 
be set administratively from time to time at the lowest feasible rate at 
which funds will flow in adequate volume. 

Builders naturally would like to see their customers enjoy the lowest 
possible interest rate. Our members are mostly typic al small-business 
men. The majority operate in the smaller cities and towns. As a 
matter of fact, probably the most active of the many committees carry- 
ing on the work of this association is our so-called 1-20 builders com- 
mittee—so named because it is devoted to the interests of those smaller 
builders who do not produce over 20 homes a year. For the past sev- 
eral years through this and other committees, we have expended con- 
siderable time and effort in an attempt to increase the number of homes 
built in the smaller and more remote areas. Further, our mortgage 
finance committee has worked on stimulating mortgage investment by 
the smaller banks in these areas. 

Until the last year, these efforts were slowly producing some result 
but today’s credit conditions have brought them to a halt. Money 
today will not flow at 414 percent—and builders cannot absorb the 
heavy discounts required to bring that rate up to the yield which in- 
vestors can get from other use of their funds. 

An increase in the GI loan rate is imperative if further deteriora- 
tion in this situation is to be avoided. To be effective in producing 
homes this year such an increase should occur within a matter of days 
since builders normally have planned their year’s production by now 
and, as I have said, I know of few builders who now plan to build 
homes for veterans. 

It must be recognized, however, that an interest rate rise alone will 
not restore a free flow of funds to the residential mortgage market. In 
our opinion, this situation has gone too far to be this easily remedied. 
Certain additional legislative steps are necessary. These include: 

First, increase of the preferred stock of Federal National Mortgage 
Association by a sufficient amount to assure that agency ample au- 
thority to sell its debentures and thereby to continue its very helpful 
secondary market operation which supports the mortgage market by 
buying VA and FHA loans. 

The Cuatrman. Mr. Goodyear, do you people suggest a figure there ? 

Mr. Goopyear. Yes, sir, we do. In the secondary market we are 
suggesting $250 million in additional stock which would give the 
secondary facility borrowing power up to $214 million. “That. is 
substantially more than the administration has recommended, of 
course. 

We understand that the Senate Banking and Currency Committee 
will shortly commence consideration of legislation to accomplish this. 

Second, as an emergency measure, increase of FNMA’s special as- 
sistance function by $2 billion to provide appropriated funds—over 
and above such amounts as FNMA may obtain by the sale of its deben- 
tures—to be lent in those geographic areas and in those price ranges 
in which mortgage money would otherwise not be available. This is 
an emergency function presently in the FNMA legislation for use 
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when conditions in the mortgage market or the economy require. In 
our opinion, an emergency in the mortgage market certainly now 
exists. 

Third, revision of FHA’s maximum ratio of loan to value to provide 
a minimum downpayment schedule which recognizes today’s cost 
levels and which will provide a financing device to ease the readjust- 
ment incident to a return to a single financing system for veterans 
and nonveterans alike. We believe the GI loan benefits for World 
War IT veterans—now set to expire in July 1958—should be extended 
until such a revised FHA downpayment schedule can be enacted and 
placed in full operation. The record of both FHA and VA since their 
inception—covering in the case of FHA over 20 years—proves con- 
clusively that the integrity and ability of the average American family 
to meet its mortgage obligations rather than the amount of downpay- 
ment are the factors which have made these loans the sound invest- 
ments they have proven to be. The default rate on these loans— 
which aggregate some $66.9 billion over the years—as of today is 
infinitesimal. 

In anticipation of the hearing this morning on Monday of this week 
I sent to all of the executive officers of our affiliated local associations 
the following telegram : 

I am presenting NAHB testimony Thursday morning, January 31, before the 
House Veterans’ Affairs Committee in favor of increase in VA interest rate. 
Please advise me by return wire of current situation on supply of mortgage funds 
for VA program at 444 percent. What would be effect in your area if Congress 
fails to raise the rate? What would be the effect if increased to 5 percent? 


The replies in response to my questions have been coming in steadily 


and I have here with me the telegrams we have received. These replies 
are still coming in. With your permission, I would like to submit for 
your record copies of these telegrams so that you will have available 
firsthand the local situation in all areas of the country as seen by the 
Home Builders Association, 

(The telegrams referred to follow :) 


Reeion I.—MAIne, New HAMPSHIRE, VERMONT, CONNECTICUT, MASSACHUSETTS, 
AND R#Hopp ISLAND 


Manchester, N. H. 


New Hampshire money supply at 4 percent fair but amortization lowered to 
15 years thereby canceling out 60 percent of market. Five percent would raise 
amortization thus making better market.—F. J. Driscoll, executive secretary, 
Builders Association of New Hampshire. 


Hartford, Conn. 


In reply your telegram, no local lending institutions or insurance companies 
have money for GI mortgages. All are out of business insofar as GI market is 
concerned. If Congress fails to pass interest rate increase situation locally would 
remain same, and house sales would fall off considerably. If rate increased to 5 
percent all local banks advise they would be back in the GI market. Largest 
bank announces they have 15 million available for GI loans.—Clayton W. John- 
son, executive vice president, Home Builders Association of Hartford County. 


Bridgeport, Conn. 


Relatively little 44%4 percent VA mortgage funds available. If not raised will 
be no VA loans. Five percent VA mortgage money appears to be attractive to 
lenders.—Jackson Potter, executive vice president, Home Builders Association 
of Fairfield County. 
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New Haven, Conn. 

In answer to your telegram contacted three different type lending institutions. 
General conditions at present: 1, out of market; 2, limited market with 20-year 
maximum plus 1 percent premium; 3, available to customers of institution only, 
If Congress fails to raise rates same will apply as above. If increased to 5 
percent, all agree money will be available at 99 to par.—P. J. Lovett, executive 
secretary, Home Builders Association of Greater New Haven, Inc. 


Springfield, Mass. 

Local banks accepting GI loans from customers at 4% percent. If rate is in- 
creased they would seek more business in that line. Main problem is that banks 
are nearing legal limit. Would prefer higher rate—Edward Watson, executive 
director, Greater Springfield Home Builders Association. 


Worcester, Mass. 

The Worcester association feels that in order to prevent the siphoning off of 
available funds from the mortgage field to the corporate bond field, an increase 
in the VA interest rate would be very desirable-——Louise A. Baucher, executive 
secretary, Home Builders Association of Worcester. 


Boston, Mass. 

VA rate increase necessary to compete with FHA for limited funds this area. 
However, rate increase does not mean more funds available.—Charles R. Bragg, 
manager-director, Home Builders Association of Greater Boston, 


Lowell, Mass. 

There are little or no mortgage funds for VA program in our area at present 
4% percent rate. Believe very strongly that increase to 5 percent would alle- 
viate this situation.—Gilbert G. Campbell, president, Home Builders Association 
of Greater Lowell. 

Providence, R. I. 

Reference your telegram VA interest rate. VA mortgage funds supply very 
little. Effect would be small, if VA interest is not raised because most people 
have sufficient down payment to go FHA. Effective interest to 5 percent would 
help. We favor increase to 5 percent.—Ross Dagata, executive director, Home 
Builders Association of Rhode Island. 


Recion II.—StTatTe oF NEw York 
Albany, N. ¥. 

Retel VA interest. No funds available at 4% percent. Interest increase would 
save builders already committed but would be of little assistance starting new 
programs because of general lack of mortgage money. If not increased many 
builders having construction completed under VA without firm commitments 
will face bankruptcy.—Joseph F. Degnan, New York State Home Builder Asso- 
ciation. 


Rockland County, N. Y. 

Retel VA interest increase. No funds available in this area for VA loans 
at 4% percent except at excessive premiums. If Congress fails to raise rate 
there will be no GI building here. If rate is increased to 5 percent banks are 
willing to lend funds for this purpose.—Jas. R. Moody, executive director, Rock- 
land County Home Builders Association. 

Rochester, N. Y. 

Rewire. Several loca] lending institutions refusing 4%4 percent loans includ- 
ing VA. Mortgage money being diverted to FHA and conventional lending. It 
is expected that this policy will continue under present conditions. Local mort- 
gage money readily available at 5 to 5144 percent.—William J. Hill, executive 
secretary, Rochester Home Builders Association. 

White Plains, N.Y. 

VA’s not available at 4% percent. Five percent should be available at 98.— 
Albert E. Berkeley, chairman, mortgage and finance committee, Home Builders 
Association of Westchester. 
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Buffalo, N. Y. 


Mortgage money supply for GI loans at 414 percent. Have been cut 34 percent 
since November 1, 1956, in this area. If Congress fails to raise rates they can 
cut the VA staff 50 percent immediately or close the office in 6 months. Veteran 
purchases would have an equal chance of purchase at 5-percent rate and discount 
charges to builders or sellers would be dropped.—John C. Donovan, Niagara 
Frontier Builders Association. 


Hempstead, N. Y. 


Re your telegram. Although prime lenders in this area have more than $200 
million outstanding in VA commitments most commitments carry 90-day clauses. 
These are expiring rapidly and will not be renewed. Result will be no GI money 
at 4% percent. Several prime lenders have been refusing VA commitments for 
past 3 or 4 months and these lenders have virtually no outstanding VA commit- 
ments now nor, will they make any, unless rate is 5 percent. Most say they can 
live with that rate and will get back into market. Of much more importance 
than higher VA rate is legislation providing substantially lower FHA down- 
payment along lines in the Teague bill and as proposed by NAHB mortgage 
finance committee to accomplish orderly transition into one housing agency for 
all American home buyers when GI program expires July 25, 1958. Also it is 
imperative that a very early effective date be established for lower FHA down- 
payments. Lenders here say no later than October 1, 1957.—R. S. Hunt, executive 
vice president. 


Schenectady, N. Y. 


No VA mortgage applications accepted by local lending institutions. Situation 
critical, increase to 5 percent would be helpful.—John J. Cassidy, executive 
director, Home Builders Association of Schenectady. 


Syracuse, N. Y. 

Five percent rate needed to keep funds active in GI market in this area. Con- 
tinuance of 4% percent rate will result in increase and downpayment require- 
ments and withdrawal from GI loans. Money will switch to bond market. Five 
percent rate will be more competitive with bond market. All banks and savings 


and loans in this area on 3-percent dividend rate to depositors. Activity in GI 
loans depends on 5 percent rate as well as increase in deposits.—James L. Fiore, 
president, Home Builders Association of Greater Syracuse, Inc. 


Johnson City, N.Y. 


In view of the present uneconomic VA rate VA mortgage funds have been 
slowly drying up. Main lenders in the area have indicated that funds would 
be available at 5 percent—Wnm. Sliker, secretary, Southern Tier Home Builders 
Association. 

Lake George, N.Y. 

Please be advised First National Bank of Glen Falls advises that VA mort- 
gages are generally unattractive business. They discourage loan seekers with 
10 percent down 10-year term at 44% percent and suggest that they are selling 
below par in the secondary market. Local banks have not as yet found it neces- 
sary to sell in this market. Even a 5-percent interest rate cannot correct the 
situation and terms would remain the same. Glen Falls National Bank & 
Trust Co. gives 15 percent down and 20-year term but suggest that they discour- 
age loan seekers in favor of FHA terms because of higher percentage of mort- 
sage guaranty and higher interest rate. They would feel VA loans were as 
attractive as FHA if the interest rate was 5 percent. It seems to be the gen- 
eral consensus of opinion that a 5 percent rate on VA loans will have little 
impact if any on this area—Thomas Woods, secretary, Home Builders Associa- 
tion of Northern New York, Diamond Point. 

Newburgh, N.Y. 

Critical shortage; 444 percent mortgages available only on 4 to 8 percent dis- 
count. Five percent VA would probably open market. Local thinking that 
congressional action lowering FHA downpuyments eliminating of VA would 
solve long-range problems—-Duso Home Builders Association. 
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ReGion III.—DELAWARE AND PENNSYLVANIA 
Philadelphia, Pa. 


Concerning testimony before House Veterans’ Affairs Commitee, wish to re- 
port following mortgage funds for VA at 4% percent virtually nonexistent at 
this time. Any funds available carry exorbitant discount rates. If Congress 
fails to raise rates, all VA deals will wither on vine. Effect of increase to 5 
percent will not create par market but will definitely help situation—Bill John- 
son, executive vice president, Home Builders Association of Philadelphia and 
Suburbs. 


Brie, Pa. 


In re VA money available 4144 percent very little or none. Seven to ten points 
on what is available. If rate is not increased VA mortgages will be a thing 
of the past in Erie area. If raised to 5 percent effect will not be immediate 
but will encourage more funds by midseason—Charles G. Arney, executive direc- 
tor, Home Builders Association of Northwestern Pennsylvania. 


Pittsburgh, Pa. 

No VA mortgage funds available at 444 percent. If increased to 5 percent 
would be on par with FHA—Richard B. Irwin, executive director, Home Build- 
ers Association of Metropolitan Pittsburgh. 


Johnstown, Pa. 


Very limited VA mortgage funds available here at 444 percent. If raised to 
5 percent a small increase in available funds should result. If rate is not raised 
situation here would remain static—Wm. Shaefer, executive director, Home 
Builders Association of Greater Johnstown. 


Sharon, Pa. 

Reluctance of local lending agencies to provide mortgage money at 41% per- 
eent. If Congress fails to raise rate would mean virtual elimination of VA 
loans in this area. Raising rate to 5 percent is most recommended—Thomas 
Teague, secretary, Shenango Valley Home Builders Association. 

Allentown, Pa. 

Increase in VA interest rate imperative. Resurrect almost nonexistent 
veterans’ market. Limited funds available on expiring old commitments. 
Meager amounts obtainable on high point basis. Builders are fearful of 1957 
market. Please implore help from Congress.—Larry Knoblach, executive secre- 
tary, Lehigh Valley Home Builders Association. 


Lancaster, Pa. 

No mortgage funds available for VA program at 41% percent. Increase to 5 
percent only salvation and would aid all current financing. Best of luck.— 
Elwood K. Snyder, executive secretary, Home Builders Association of Lancaster 
County. 


Wilmington, Del. 


Ralph H. Stone in testimony Friday, January 25, before House Veterans’ Com- 
mittee, selected Wilmington as one of the examples where VA mortgage market 
dried up completely since FHA interest rate was raised. References made to 
these remarks were information beyond our local analysis which follows supply 
of mortgage funds for VA at 4% percent absolutely nonexistent. If Congress 
fails to raise rate no hope can be extended for any VA mortgage money in this 
area. Market overhung at 414 percent extremely heavy with all Delaware mort- 
gage men. Further analysis reveals large number of sales at 4% percent without 
prior commitment which will disrupt hundreds of buyers and undermine building 
program of numerous builders. Most serious effects of failure to raise VA rate 
to 5 percent will be felt in used-home market which has increased sharply in 
past 6 months. While increase to 5 percent will not provide long-range loosening 
of funds it will at least place VA mortgages on competitive basis with FHA and 
elevate extreme distress now existing and threatening to become worse.—Leon 
N. Weiner, president, Home Builders Association of Delaware, Inc. 
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Region IV.—MarYLANpD, District oF CoLUMBIA, VIRGINIA, AND WEST VIRGINIA 


Waynesboro, Va. 


The 4 percent VA mortgage funds cannot be had in this area. The increase to 
5 percent interest rate would no doubt make more funds available for VA loans 
and ease the shortage of funds in this area——William I. Hardman, secretary 


treasurer, Waynesboro Home Builders Chapter of National Association of Home 
Builders. 


Norfolk, Va. 


Your telegram referred tome. Currently VA 414 percent loans are available in 
limited supply at discount of 92 percent. Mortgage in anticipation of VA increase 
are quoting 5 percent FHA’s and VA’s at 96 percent. If Congress fails to in- 
crease rate to attract investors we feel that home building in this area would 
come to a virtual standstill and that 4% percent loans would be handled in a 
completely distressed market.—Tidewater Association of Home Builders, Stanley | 
Waranch. 


Roanoke, Va. 


Re tel 28. Due to current money market construction of homes for veterans 
is off at least 70 percent over this time last year. Only money available for GI 
loans in Roanoke area is for select homes through FNMA with a discount of 
514 percent, 1 percent processing fee, 2 percent stock purchase. Stock has a 
value of approximately 48 cents on the dollar. If rate is not increased there will 
be large number of workers in residential structural field and allied fields in this 
area unemployed. If rate is increased we feel there will be some money available 
with a discount rate of approximately 3 percent. In order to maintain our 
minimum requirements for veterans in this area we feel more money must 
be made available through FNMA or direct loans through VA.—W. BH. Long, 
executive secretary, Roanoke Valley Home Builders Association. 


Richmond, Va. 


No money available at 44% percent now or in the foreseeable future. Mortgage 
people feel that 5 percent would make some more money available but do not 


feel that 5 percent would satisfy the demand.—Dick Rathbun, Home Builders 
Association of Richmond. 


Petersburg, Va. 


Mortgage funds for GI housing are unobtainable in the Home Builders Associa- 
tion of Southside, Va., area except at rates in excess of what a builder is able 
to pay and stay in business. Housing starts from prospective sales are at 
a complete standstill in this area because of lack of mortgage funds, even though 
there is great demand for the houses. Unless VA interest rates are raised to 
5 percent as soon as possible by Congress it is our belief that GI housing will 
cease completely.—Glen T. Hastings, Jr., secretary, Home Builders Association 
of Southside, Va. 

Hampton, Va. 


In reply to your wire, No. 1—very sparse supply of mortgage funds for VA 
program at 4% percent and only at unusually high discounts. No. 2—If Con- 
gress fails to raise rate, discounts on 414-percent VA loans will be too prohibitive 
for builders to accept them. No. 3—More money would be available at 5 percent 
and, although discounts would remain high, loosening of money market would 
make much more building feasible-—William F. Miller, executive officer, Home 
suilders Association of Virginia Peninsula. 
Washington, D. C. 


Current supply of mortgage funds for VA program at 4% percent—none what- 
soever. Effect if Congress fails to raise rate—situation won't change. Effect 
of increase to 5 percent—majority of our builders and mortgagees do not believe 
that an increase would have too much effect in this area. It is the opinion of 
our mortgage banking committee that FNMA should be raised to about $3 


billion to support the secondary market, which was the original intention of the 
act which set up FNMA.— 
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Baltimore, Md. 

On VA interest rate—present supply of 444, very little money available and 
only at very high discounts, some report none available—no raise, then no 
market for 44% as long as tight money—) percent, plenty would be made, with 
nominal points and especially plenty if tight market eases some. Recommend 5 
percent an@ question of maybe free interest rate to go up and down with com- 
petition with a maximum limit by State law such as Maryland 6 percent limit.— 
Jack B. Candler, Home Builders Association of Maryland. 












ReGion V.—Norru CAROLINA AND SourtH CAROLINA 





High Point, N. C. 

No mortgage funds available at 444 percent for past 6 months. If no raise, 
home building here will continue to suffer. Increase “may help” was reaction, 
Census: money is just too tight.—Edward N. Post, executive secretary, Home 
Builders Association of High Point. 


Charlotte, N. C. 

Currently in Charlotte, we have a very small supply of 41%4-percent mortgage 
funds at excessive and prohibitive discount. If Congress fails to raise rate, our 
VA program will die as far as non-Government investors. Increase to 5 percent 
would tend to lower discount to a more usable price. The going market price 
for financing single family dwellings in Charlotte is 54% percent interest at 
par.—Robert W. Barker, executive director, Home Builders Association of 
Charlotte. 
Aiken, 8. C. 

Thank you for your telegram this morning. No mortgage funds available at 
the present VA 4% percent interest rate for less than 8 to 12 points discount. To 
increase interest rate to 5 percent, there would be funds available at from 2- to 
4-point discount. There are no direct loans available unless proper facilities are 
set up to process loans. VA building here for the present has stopped.—A. T. 
Gollihugh, secretary, Aiken Builders Loan Association. 






















Columbia, S. C. 

In reply to your wire, there is no 4%4-percent mortgage money available here. 
Unless VA money is made available, building here will remain at a standstill. 
If interest rate is increased to 5 percent, we feel there will be sufficient money 
available-—Thomas N. Bagnal, secretary, Home Builders Association of Columbia. 








Vurtle Beach, S. C. 

Who knows? VA loan practically nonexistent in our area except at exorbitant 
discount rates as high as 8 percent. Five percent VA loan bound to help some. 
Six percent definitely would help in beth VA and FHA. Finding most home 
builders would be glad to pay 6 percent if mortgage money available—D. M. 
Campbell, secretary-treasurer, Home Builders Association of Coastal South 
Carolina. 

















ReGcion VI.—Georeta, Frorrpa, ALABAMA, AND Puerto Rico 










Viami, Fla. 
Retel no VA mortgage market at 444, maybe some relief at 5 percent.—ws. A. 
Dansyear, executive director, Home Builders Association of South Florida. 








Gainesville, Fla. 

I have checked with Stockton, Whatley, Davin investor in Jacksonville, Fla. ; 
they feel that if interest rate for VA loans were raised to 5 percent that it would 
help to relieve money for VA loans. At present there is no money available at 
4\%,-percent interest rate in the Gainesville, Fla., area. Our builders have a wait- 
ing list of veterans wanting VA homes.—Clark Butler, secretary, Home Builders 
Association of Gainesville, Fla. 
Orlando, Fla. 

Supply funds VA 4 percent none, if not raised continue none available. If 
raised 5 percent put builders back in business.—Ray Erskine, executive director, 
Home Builders Association of Florida. 
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Jacksonville, Fla. 


Replying to your wire of January 28, I wish to inform you that the current 
situation of supply of mortgage funds for VA program at 4% percent is almost 
exhausted. If Congress fails to raise rate it will be very detrimental, almost 
eliminate VA mortgages: 54% percent increase will help in maintaining building 
program.—Anne T. Cayen, secretary, Home Builders Association of Jacksonville. 


Lakeland, Fla. 

No 4% percent VA mortgage money available here at present. Should be avail- 
able at approximately 4 points discount if rate goes to 5 percent.—E. G. Roell- 
chen, executive secretary, Polk County Builders Association, 


St. Petersburg, Fla. 
Mortgage funds for VA program at 41% percent are practically nonexistent in 


this area. Increase to 5 percent may help.—Lewis D. Williams, executive direc- 
tor, Contractors & Builders Association of Pinellas County. 
Tampa, Fla. 

In reply to questions of January 28: (1) There is none; (2) the VA housing 
program would be finished; (3) it would make availability of veterans homes 
on a parity with FHA homes. In conclusion, we all favor increasig VA interest 
rate-—Bob Jacobson, president, Home Builders Association of Tampa. 


Bradenton, Fla. 


The only market seems to be FNMA for VA loans. Closing at 90 to be pur- 
chased later FNMA. We sincerely feel 5 percent on VA’s is a must to keep VA 
program alive in this area. At this time very little activity due to discounts.— 
Joe I. Lively, Jr., president, Home Builders Association, Manatee County. 
Pensacola, Fla, 

Retel January 28: Current situation on supply of mortgage funds nil. No 
money available for VA program at 41% percent. A limited supply of money 
would be available if VA interest was 5 percent.—Mrs. Gervais A. Boyd, Western 
Florida Home Builders Association. 

Palin Beach, Fla, 

Current supply of VA 4% percent nonexistent. If VA’s not made more attrac- 
tive to lenders housing starts in this area will be seriously curtailed. If interest 
raised, VA funds are expected to become available: however, will still be dis- 
counted, that is one large lender says 96.—R. M. McClintock, executive secretary, 
Home Builders Association of Palm Beach County. 

Daytona Beach, Fla, 

Current situation poor regarding local VA loans. Probably will become more 
difficult this year if rate remains 4% percent. Outlook will be brighter if 5 per- 
cent is made possible according to local lending sources.—Ernest Widmer, Jr., 
secretary, Daytona Beach Home Builders Association. 

Rome, Ga. 

Last known mortgage lending company operating in this area not in the VA 
mortgage market as of January 28. Money reluctantly available. Atlanta at 
S points discount, anticipate discount will be 4 points if GI interest increased 
to 5 percent and money will then be available, although not abundantly. Loeal 
savings and loan association say they will not reenter VA—FHA mortgage market 
unless interest increases to 51% to 6 percent. No—repeat no—VA money avail- 
able at any price now.—Secretary-treasurer, Home Builders Association of Rome. 
Albany, Ga. 

No VA money available in this area other than FNMA. If interest rate stays 
4% percent FNMA will be our only outlet, and the present discount is 7% to 10 
percent. If interest raised to 5 pereent lending institutions will take loan at 
2 to 4 percent discount.—Jerome E. Parker, secretary, Albany Home Builders 
Association, 

Atlanta, Ga. 

Mortgage funds for VA program currently nonexistent in metropolitan Atlanta 
area. If interest rate is raised some relief may come from local institutions but 
overall situation to remain very tight—John K. McDorman, executive vice presi- 
dent, Home Builders Association of Metropolitan Atlanta. 
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Athens, Ga. 

Current supply of mortgage money bad. Lowest discount 9% points; 5 or 5% 
percent would improve local situation. Immediate action is needed locally.— 
H. H. Logan, secretary, Home Builders Association of Athens. 


Savannah, Ga. 

Re your wire: Increase interest rate. Supply of mortgage funds at 41% percent 
nonexistent. Failure to raise rate, result stalemate. Increase to 5 percent 
will help slightly last half 1957.—Oliver R. Toomey, executive director, Home 
Builders Association of Savannah. 


Augusta, Ga. 

Retel: In my opinion if VA interest rate not increased to 5 percent, there will 
not be any VA mortgage funds available this area; 4144 percent loans impossible 
to secure here at present.—Otis G. Cartledge, Jr., secretary, Home Builders Asso- 
ciation of Augusta, Inc. 


Columbus, Ga. 

Only GI money at all 8- to 10-percent discount. Very little of that. Increased 
to 5 percent possible clear up situation in 6 to 8 weeks. If not increased GI 
building would stop. FNMA suggest Congress appropriate more FNMA funds 
to liquidate current holdings.—Lee Stall, secretary-treasurer, Home Builders 
Association of Columbus. 


Macon, Ga. 

Retel: Veterans in this area being denied housing due to nonavailability of 
4%-percent mortgage money. No money in sight at current rate. Increase to 5 
percent will create some flow. If Congress fails to act entire housing program 
and economy in this area will be adversely affected.—B. W. Marshall, secretary, 
Home Builders Association of Macon. 


Mobile, Ala. 

No dependable GI mortgage money available our area. Small amount at high 
downpayment and high discount. Strongly urge rate increase to meet veterans 
needs in this area for housing.—Robert F. Diehl, president, Home Builders Asso- 
ciation of Macon. 


Montgomery, Ala. 

Mortgage funds VA at 414 percent extremely hard to find and only at high dis- 
count. Would most probably continue if no interest rate increase. Montgomery 
builders, lenders, and brokers seem to oppose 5 percent increase. Believe very 
temporary change in VA market here would result.—Arthur E. Stewart, executive 
vice president, Montgomery Home Builders Association. 


Birmingham, Ala. 

Re yourtel: Some VA money at 4% percent at 8- to 10-percent discount. Fail- 
ure to raise rate would leave conditions as is. Increase to 5 percent perhaps 
would lower discount 4 to 6 percent.—J. L. Baswell, Birmingham, Association 
of Home Builders. 


Dothan, Ala, 

Mortgage funds for 4%4 percent VA loans nonexistent locally, except at pro- 
hibitive discount. Construction here will drop 50 percent this year without an 
increase in the GI rate. With increase to 5 percent, construction will be sharply 
improved over present pace.—Alfred J. Saliba, secretary, Home Builders Associa- 
tion of Dothan. 


San Juan, P. R. 

Congress failure approval increase VA interest rate will practically eliminate 
all VA housing except for direct loans. Approval will increase VA business 
considerably.—Francisco Fortuno, executive secretary. 


REGION VII.—MICHIGAN 


Flint, Mich. 

Current supply of mortgage funds VA construction almost entire nonexistent, 
except at prohibitive discounts. If Congress fails to raise the ifterest rate there 
will be no new starts under this program locally. If interest rate is increased 
to 5 percent these mortgages will again be sufficiently attractive to compete with 
FHA-insured mortgages for available funds.—George P. Stubbs, president, Flint 
Association of Home Builders. 
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Muskegon, Mich. 

Retel: Investors not interested in VA loans at present rate of interest. If 
interest rate is increased to 5 percent investors indicate substantial mortgage 
money will be available in this area.—George H. Vigeant, president, Home 
Builders Association of Muskegon. 


Detroit, Mich. 


If Congress fails to raise VA interest rate, there will be no mortgages avail- 
able for VA housing. We expect that if the rate is increased to 5 percent that 
they may be available at a 3-point discount.—Irvin H. Yackness, Home Builders 
Association of Metropolitan Detroit. 


Ann Arbor, Mich. 

There is no VA mortgage program in effect in Ann Arbor, and do not believe 
increase to 5 percent would create one.—Richard Carbeck, executive secretary, 
Home Builders Association of Ann Arbor. 

Lansing, Mich. 

GI volume never heavy here, now virtually nil. Builders abandoning this 
market. Surviving projects depend on secondary financing. Incentive stifled 
by 4- to 7-point discount, low appraisals, and “gestapo’” methods such as capri- 
cious inspections, arbitrary changes in specifications, and need to adjust gripes 
on homes sold year or two ago. Increase to 5 percent would mean some improve- 
ment via lower discounts, but other objections remain. If no change, no GI 
projects.—Warren Sprintnall, executive secretary, Lansing Home Builders 
Association. 

Saginaw, Mich. 

Reply to your wire January 29. No VA money available without terrific 
change or points. Most lending institutions in this area do not want VA loans 
at present interest. Five-percent rate would make no great change.—R. O. Park, 
executive secretary, Home Builders Association of Saginaw. 


Kalamazoo, Mich. 


Reply to your telegram of this morning regarding the availability of VA loans 
in this area, I am unhappy to report the deplorable condition of the VA market. 
At the present time with VA loans at 4% percent, there is no mortgage money 
available for the vetera.s. ‘Chis conuition has existed in this area for more than 
6 months and all indications are that there will be no mortgage money available 
at 4% percent interest. Recently the FHA increased their interest rate to 5 
percent and at the present time there is available mortgage money at the 5- 
percent-interest rate with a discount ranging from 2 to 6 percent. We have 
reason to believe that if the VA interest rate is raised to 5 percent there will be 
mortgage money available for the veterans. Congratulations and good luck. 
Respectfully yours.—Len Vandenberg, president, Home Builders Association of 
Kalamazoo, Mich. 

Battle Creek, Mich. 

Contacted 2 banks, 2 savings and loans, 1 life-insurance representative on 
VA interest rate. Present situation on VA is very few VA mortgages available 
but do write some with 8%4- to 9-point discount. Nothing under a 10-percent- 
down available. All seem to feel that increase to 5 percent will stimulate VA 
loans but will still carry a 4 to 5-point discount until more money is available. 
Five percent interest is only way for VA to compete with FHA.—Fred Lapham, 
secretary, Battle Creek Association of Home Builders. 


Jackson, Mich. 


No mortgage money available at 41%4 percent from 4 local lending institutions. 
Low-cost housing swiftly grinding to a halt. Little FHA building because of 
land requirements in Jackson; unless there is immediate action in raising rate 
to 5 percent, VA building will come to a dead halt and acute shortage of low- 
cost housing. Some funds will become available if rate is raised. Help must 
come quick to help this season.—Benjamin Trumbull, secretary, Home Builders 
Association. 

Recion VIII.—INDIANA AND ILLINOIS 
Champaign, Ill. 


No available GI loan money except FNMA outlet sources. Effect of raise in 
rate hard to judge, but we believe it is likely to make more funds available in 
our area.—Virgil C. Wikoff, president, Home Builders Association of Cham- 
paign-Urbana. 





218 VETERANS’ LOANS 


Kankakee, Iil. 

No money available at 4% percent; very little at 5 percent. Better at 5% 
percent in Kankakee area.—Edwin Kershaw, secretary, Home Builders Asso- 
ciation of Kankakee. 

Chicago, Ill. 

Consultation with our experts confirms virtually no VA money available. 

Failure to raise means no VA business. Raise to 5 percent will bring out VA 


money.—John R. Downs, executive vice president, Chicago Metropolitan Home 
Builders Association. 


Decatur, Iil. 


GI mortgage money not available in this area. If rate is not increased, same 
will continue; if rate is increased to 5, small quantity will be available.—Cecil 
Madaus, Home Builders Association, Decatur, ILL. 


Peoria, Ili. 


Supply of mortgage funds at 414 percent VA down 30 to 40 percent over 1956 
with higher discounts to builder. If rate increased to 5 percent, volume would 
compare with 1956 with discounts down.—Paul C. Krueger, secretary, Buildings 
Club of Peoria & Associates, Inc. 


Decatur, Il, 


Mortgage funds for VA program nonexistent except at exorbitant discounts. 
Increase in interest rate necessary to eliminate discount and make additional 
mortgage money available-—William F. Berry, president, Home Builders Asso- 
ciation of Decatur. 


Lafayette, Ind. 

As per a discussion with lending institutions in this area this morning no 
funds are available under VA program 414-percent interest. They express a 
mild interest in the program at 5 percent but will still consider each individual 
case on 5 percent KHA or VA financing. Most money in this area is easily 
placed at 544 to 6 percent with a possible 1-percent service charge on conventional 
financing.—Richard J. Mickle, secretary, Home Builders Association of Greater 
Lafayette. 


Hammond, Ind, 

Reurtel. No fund available for VA loans at 4% percent. Unless increase 
passed soon chaos will prevail in selling and financing. Most lenders surveyed 
are holding back on FHA at 5 percent until Congress acts on VA. Increasing 
interest to 5 percent promises limited availability providing increase allowed 
soon.—Wayne Kurtz, president, Home Builders Association of Northern Indiana. 


Fort Wayne, Ind. 

Mortgage funds for VA program at 4% percent unavailable here on terms which 
builder can use. Current discount when available 8 points. Should Congress fail 
to raise interest rate, VA building in area would stop. Consensus of opinion here 
is that 5-percent rate would help. Loans could be had at approximately 3-point 
discount which would enable builder to operate ; 514-percent rate might eliminate 
points completely. Urge your attention to procurement of a plan flexible enough 
to overcome regional differences in points as now exist.—D. H. Miller, executive 
vice president, Home Builders Association of Fort Wayne. 


Indianapolis, Ind. 

VA funds not obtainable in Indianapolis at 41% percent. VA is in effect dead 
if rate is not raised. Five percent might make limited funds available with 
points still being paid and provided FNMA is continued. Richard L. Jones, 
Marion County Residential Builders. 


Muncie, Ind, 

Four and one-half percent money not existent at par value. Five-percent 
money will stimulate market slightly. If no increase in rate situation will not 
change.—Donald Crookston, Muncie Home Builders. 


Marion, Ind. 

Four-and-a-half-percent VA funds not available except at 11-point discount. 
Unless rates are raised, VA construction will drop. Five-percent rate should 
bolster new home construction.—R. H. Ratliff, secretary, Home Builders Associa- 
tion of Marion County. 
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Kokomo, Ind. 


No funds available here for 4% percent. VA's insurance representative states 
companies holding up commitment for 5-percent rate on VA’s or will only buy 
FHA’s. If VA rate not raised, VA building in Indiana will practically cease.— 
C. D. Robbins, president, Home Builders Association of Howard County. 


Ree@ion IX.—MINNeEsora, Norru Dakota, SoutTH DAKOTA, AND WISCONSIN 


Watertown, Wis. 


Retel. We are in favor of interest raise—Laverne Maasz, secretary-treasurer, 
Home Builders Association of Watertown. 

Madison, Wis. 

There is no money available for VA mortgages at present rate. Money compe- 
tition eliminates VA at present. If increased to 5 percent, it is possible we will 
have funds for VA mortgages, which represent the major part of our market 
under $20,000.—Lowell Gerretson, Madison Builders Association. 


La Crosse, Wis. 

VA loans here are nil. Higher interest rates may help. Sentiment also favors 
competition of direct loans as proposed in Talmadge-Johnson bill.—Joseph Calla- 
way, Home Builders Association of La Crosse, Wis. 


Janesville, Wis. 


Mortgage-fund money for VA program practically nonexistent. Discount on 
what is available makes it prohibitive to use. If current 4%-percent rate con- 
tinues, program will end. It is dying now. A 5-percent rate would give it a 
shot in the arm, at least compete with FHA.—William C. Bontly, Jr., executive 
secretary, Rock County Builders Association. 

Green Bay, Wis. 

No funds available on VA program at 4% percent. If rate not increased, home 
building will drop at least 25 percent. Increase to 5 percent will provide funds 
from savings and loan association with no discount. Other lenders want 3-per- 
cent discounts on 5 percent, or an increase to 5144 percent with no discount.—Al- 
ton H. Noel, secretary, Brown County Home Builders Association, Green Bay, 
Wis. 

Milwaukee, Wis. 

In answer to your wire of January 29, below is information you requested. 
There are no VA loans available at this time. VA loans with 6% to 914 percent 
discount make homes impossible for veterans of our local communities under 
the VA program. If Congress does not raise rate, it can’t be any worse, for there 
is no VA loan possible without the excessive discount, but merely continues to 
put homes out of reach for the veterans. If Congress raises the rate to 5 percent, 
it will make available a supply of mortgage money which will permit the veteran 
to own his own home.—Joseph J. Mollica, president, Milwaukee Builders Asso- 
ciation. 

Minneapolis, Minn. 

New GI commitments virtually at standstill. Can be financed at 6-point dis- 
count here. Current VA interest rate will keep veterans from getting homes. 
Lenders indicate funds more readily available at 5 percent rate.—Larry Nelson, 
executive vice president, Minneapolis Home Builders Association. 

Rochester, Minn. 

Money at 4% percent available with 3-percent discount and 20 percent down in 
limited quantities ; 5 percent surely would help; however, all money is too tight.— 
George Brumm, secretary, Rochester chapter of National Association of Home 
Builders. 

Duluth, Minn. 

For all practical purposes there are no VA loans available in Duluth area with- 
out discount. If interest is not increased, what little VA building is being done 
no doubt will dry up. Increase to 5 percent would help to improve present situa- 
tion according to informed sources.—Roy E. Howard, secretary, Duluth Home 
Builders Association. 
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Siour Falis, 8. Dak. 

In reply to your questions in telegram dated January 28 they are as follows: 
No. 1, only VA money available under present program is with large discounts, 
20-year maximum terms, and 20 percent downpayment. No. 2, funds will prob- 
ably be completely unavailable. No. 3, should help to lower downpayment and 
discount if interest rate is increased to 5 percent.—A. M. Tidemann, executive 
secretary, Home Builders Association of Sioux Falls. 


Rapid City, 8S. Dak. 

Banks not making VA loans. Savings and loan associations discounting 8 per- 
eent. If rate not raised, situation would remain same. If rate raised, would make 
them in competition with FHA and discount probably figured the same as on 
FHA loans.—Kenneth C. Hanna, secretary-treasurer, Home Builders of Rapid 
City. 


Fargo, N. Dak. 

Very few GI loans made here at 414 percent. Contacted savings and loan asso- 
ciations. If raised to 5 percent, they would be happy to make GI loans.—Ray 
McLaughlin, assistant secretary, Fargo-Moorhead Chapter of National Associa- 
tion of Home Builders. 


ReGion X.—Iowa, Missouri, KANSAS, AND NEBRASKA 


Ames, Iowa 

In reference to your telegram on VA mortgages. Funds presently available at 
414 percent are practically nonexistent. A minimum of 5 percent discount and 
15 percent downpayment is required if rate is not changed. Virtually no VA 
loans will be made here. Five percent interest loans will open the VA program 
in a limited way—Home Builders Association of Ames, Iowa. 


Davenport, Iowa 

At the present time there is (1) no VA money available; (2) very limited 
FHA money. Under the 5 percent increase you are referring to (1) limited VA 
money would be available; (2) limited FHA money would be available; (3) no 
local FHA or VA money in either circumstance; however, there are insurance 
companies offering 5 percent FHA financing, and we presume the insurance people 
would accept 5 percent VA mortgages.—Quad City Association of Home Builders. 


Waterloo, Iowa 

No VA mortgage funds available except limited amounts at discounts of 7 per- 
cent or more. Five percent rate, if approved, would release a fair supply, but 
will not completely solve tight money market. If rate not increased, lenders ad- 
vise no further loans can be considered seriously. Disrupting building starts 
as potential buyers unable to sell existing homes.—William Wisner, president, 
Waterloo Home Builders Association. 

Springfield, Mo. 

Current VA rates have caused standstill to VA loans here. Twelve- and fifteen- 
point discount being offered and refused. No loans can be made at current VA 
rates due to other increases. Increase to 5 percent relieve situation and put VA’s 
program in more favorable position with 5144 percent FHA and 6 percent conven- 
tional. Lenders report FHA raise relieved situation on that program and believe 
raised to 5 percent for VA would release current funds.—Verlene Franson, execu- 
tive secretary, Springfield Association of Home Builders. 


Kansas City, Mo. 


Retel funds for VA 41% cent drastically limited. Available at discounts of 6 
to 10 percent when accompanied by a substantial downpayment. Failure to raise 
rates will result in practically no VA money except at higher discount rate than 
now prevailing. VA rate increased to 5 percent would result in similar experi- 
ence with FHA. Money will be available, but still at 2 to 3 percent discount.— 
Leo D. Mullin, executive vice president, Home Builders Association of Greater 
Kansas City. 


Mason City, Iowa 
We are in favor of the 5 percent.—John L. Mcquatters, vice president, Home 
Builders Association, Mason City, Iowa. 
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Cedar Rapids, Iowa 


Current supply of 44% percent par GI money is nil, as a matter of fact there 
are no GI loans available in this area at even 5-percent discount except those 
committed on at least 8 months ago. Increase of rate to 5 percent would prob- 
ably create a limited market at 1 to 2 percent discount. Builders are slowed 
down to 50 percent seasonal production. Housing demand high, supply of money 
low. Buyers foreed to contract purchases at high rates of interest—Raymond 
Dorr, secretary, Cedar Rapids Home Builders Association. 


Biouw City, Iowa 
Five percent VA loan would be available at approximately 2 percent dis- 


count.—Harlan Montgomery, executive secretary, Home Builders Association 
of Sioux City. 


Des Moines, Iowa 


No VA mortgage funds available at 4% percent except at very high discounts. 
If Congress raises rate to 5 percent believe discount will be 2 points unless 
rate is raised. Prohibitive discounts will defeat VA program in this area.— 
G. R. Rex, executive secretary, Home Builders of Des Moines. 


Clinton Iowa 


Reference to GI loans of interest rate is not increased to 5 percent. Either 
no mortgage money will be available or discount costs will be prohibitive to 
builders of homes for veterans. 

As president of United Veterans Hospital Organization, as well as builder 
of homes for veterans, I strongly urge and implore Congress to equalize interest 
of Government-insured home loans.—John M. Banker, Jr., legislative FHA and 
GI chairman, Clinton Chapter, National Association of Home Builders. 


Clayton, Mo. 


Retel. if Congress fails to raise VA interest rate there will be no VA loans 
made in St. Louis. If increased to 5 percent VA would certainly be able to 
compete with FHA for available money and would, of course, have a tendency 
to reduce demand for high discount rates.—R. J. De Sutter, executive director, 
Home Builders Association of Greater St. Louis. 


Wichita, Kans. 


Very limited supply of mortgage funds for VA program at 4% percent. GI 
building will stop if interest rate not raised with exception of cheap land building 
and prior commitments with tract operators increased to 5 percent will only 
affect Fannie May operation in area; it will not make flow of mortgage money 
easier in immediate future.—Milton M. Armstrong, executive officer, Wichita 
Association of Home Builders. 


Lincoln, Nebr. 


No money available at 44% percent. Probably not available at all, but if so 
at 95 or less. If to 5 percent then readily available at 98.—Lois Hillyer, 
executive secretary, Home Builders Association of Lincoln. 


Omaha, Nebr. 


Retel. VA rates. Current supply of money at 4% percent none. No rate 
aise no VA building. Increased to 5 percent will increase activity. Our 
comments; 5 to 7 percent going discount. Survey represents majority of Omaha 
VA builders.—Omaha Home Builders Association, John QO. Bolin, executive 
Secretary. 





Reeion XI.—OKLAHOMA AND TEXAS 
Enid, Okla. 


Very limited supply of money for 4% percent GI loans at 10 percent discount 
to builders, which they cannot stand. There is no new construction under 
present program. Increase to 5 percent would be very little benefit, if present 
discount schedule and stock requirements of FNMA on 5 percent mortgages and 
present valuation policies of VA remain in effect.—Roy Pratt, secretary-treasurer, 
Enid Home Builders Association. 
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Ponca City, Okla. 

At present time there is none or a very small amount of VA 41% percent funds 
at 12 point discount. If interest is not raised there will be no VA building here, 
If interest rate is raised a limited amounts of funds will be available with 3 to 5 
point discount. Mortgage funds would be available at 5% percent. If money is 
not made available building under VA program will stop completely.—Charles J. 
Musser, secretary, Ponca City Chapter. 


Lawton, Okla. 

Present supply of funds for VA program at 4% percent is exhausted. No new 
VA starts in this area until interest rate is raised to competitive 5 percent.— 
Joe White, president, Lawton Home Builders Association. 


Norman, Okla. 

The only market for GI mortgages in this area is FNMA at 8 percent dis- 
counts. If Congress fails to raise the interest rates or makes other provisions 
it will completely stop the building of homes for veterans in this area. Due to 
loan discounts and poor appraisals VA starts were off 80 percent in this area 
over same time last year even before FHA raised its interest rates and discounts 
at that time were 40 percent.—Cecil W. Woods, president, Norman Home Build- 
ers Association. 


Bartlesville, Okla. 

Present supply of VA mortgage money at 4% percent rate is practically non- 
existent. If rate of interest is not raised there will probably be less then 10 GI 
houses built during 1957. Local feeling is that raise to 5 percent rate will 
stimulate the investment market enough to warrant building 100 to 125 -GI 
starts on 1957 which will satisfy around 85 percent of anticipated demand— 
Wilson Musselman, secretary-treasurer, Bartlesville, Home Builders Association. 


Oklahoma City, Okla. 

In support of testimony before House Veterans Affairs Committee, we must 
advise you there are no VA mortgage funds available at 4% percent except 
limited amount at net discount of 8 points. If interest rate is raised to 5 per- 
cent there would be substantial increase through local savings and loan associa- 
tions at discount of only 2 points. If Congress fails to raise rate the only source 
would be FNMA at net discount of 8 percent which is prohibitive to the builder 
and there would be no further new starts under VA program.—Thomas S. Morris, 
president, Oklahoma City Home Builders Association. 


Tulsa, Okla. 

Re your telegram, there is no 4%4 percent money available at all in. Tulsa. 
Failure to raise rate would stop all GI building. Effect of increase to 5 percent 
would bring some funds at around 4 percent discount.—Charles N. McKinney, 
exec. vice president, Tulsa Home Builders Association. 


San Angelo, Tex. 

Present 8 to 10 point brokerage in this area prohibitive for VA building. In- 
crease in interest should release some additional funds available, lower penalty 
and revive VA sale. Dwellings estimate 3 to 4 point VA brokerage here at 5 
percent interest.—Carl M. Dorrance, president, Home Builders Association of 
San Angelo. 


Houston, Tez. 

GI loans available for those willing or able to pay 8 to 10 percent discount 
which is more than amount of builder profit since VA allows no merchandising 
or sales allowance here and has unrealistic appraisals. If rate not raised, GI 
program is dead in Houston. Increase to 5 percent would give crutch and make 
limited amount of 4 percent discount money available-—Gordon Neilson, execu- 
tive vice president, Houston Home Builders Association. 


Fort Worth, Tez. 

Mortgage funds for VA program at 414 percent extremely short in Fort Worth 
area with discounts running not less than 6 points. Expect that in 60 days there 
will be no new VA money a any price. Informed opinion here is that increase to 
5 percent would mean some easing of funds and discounts possibly with average 
discount of 3 points.—Gene Mitchell, executive secretary, Home Builders Associa- 
tion of Fort Worth. 











ww 


ust 
ept 
er- 
“ia- 
rce 
der 
ris, 


isa. 
ent 
ney, 


In- 
alty 
at 5 
n of 


ount 
ising 
|, GI 
nake 
cecu- 


Jorth 
there 
ise to 
-rage 
socia- 

















VETERANS’ LOANS 223 






Odessa, Tex. 


Supply of mortgage fund for VA program at 4% percent virtually nil unless 
at ruinous discount. If the rate is not increased the VA program will die. An 
increase in the rate would ease the situation.—Irving Yudin, secretary, Home 
Builders Association of Odessa. 


Lubbock, Tez. 


No funds available at 41%4 percent except sharp discounts. GI loan program 
would completely fall through and ruin our building economy. More funds 
would be available with minimum discounts and would promote a health con- 


struction program in our area.—Cecil Jennings, president, Home Builders 
Association of Lubbock. 


Austin, Tea. 


(1) There are no mortgage funds available in Austin area at this date. This 
has been the condition for past 60 days. FNMA is our only outlet and many 
builders have gone broke and are going broke at 92% figure. It is impossible 
to build and sell houses at this discount rate, consequently, VA starts have 
fallen off to nothing. (2) If Congress fails to raise rate and fails to substitute 
FNMA at a 1-2 point discount subsidy at 4% there will positively be no VA 
houses built in this area. Builders feel that rates should be raised to 5 percent 
but that this should be the last raise and FNMA should stand by to buy the loans 
at not more than 1-2 discount if private capital fails to act. We feel that a 
raise alone is not the answer. In order to eliminate future crisis of this nature, 
we should have a Government standby at the above-stated discount, (3) Our 
association feels that the present situation will be repeated in a matter of 5 to 
8 months if FNMA is not allowed to stand by as above mentioned. It seems the 
money boys just can’t get enough—aAl Campbell, executive secretary, Home 
Builders Association of Austin. 





Abilene, Ter. 


No 4% percent money available except at 8 to 10 percent discount. Unless 
rate is raised the VA building is over in this area.—Louis Giles, secretary- 
treasurer, Home Builders Association of Abilene. 

Lamarque, Te. 


GI market dead. Only market FNMA. Takeout at 89 since FNMA short 
funds. Noclosings. Builders renting GI homes. If no interest increase market 
will stay dead. Increase will help if FNMA gets funds. We will still have 4% 
to 5 percent discount including brokerage fee.—David Evans, president, Galves- 
ton County Home Builders. 

Tyler: Tex. 

Impossible to get veterans loans now. Interest raise should help.—J. G. 
Powers president, Home Builders Asociation of Tyler, Tex. 

San Antonio, Tea. 


Practically no mortgage funds available for VA 4% percent loans, with 5 to 7 
percent discount prevailing. Believe no funds would be available regardless of 
discount if interest rate is not increased, however a 5 percent interest rate would 
create a limited supply of funds.—W. S. Hald, Jr., executive vice president, 
Home Builders Association of San Antonio. 


Austin, Tex. 


There is no supply of mortgage funds for VA program at 4% percent in Texas 
except a slight amount through FNMA. If rate were increased to 5 percent 
there would be a considerable amount of money available for VA.—John J. Ter- 
rell, executive vice president, Texas Association of Home Builders. 





Corpus Christi, Tea. 

No mortgage funds for VA program at 414 percent interest available at any 
price except Fannie May. If Congress fails to raise rate GI program would die 
in our opinion. Consensus is that raising interest rate to 5 percent on VA is 
not the whole answer but would be helpful. Prices would be helpful. Prices 
would range from current FHA prices to 1 to 2 points less.—Leland B. Ross, 
executive vice president, Home Builders Association of Corpus Christi. 
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Harlingen, Tex. 

Under present market conditions, we are of the opinion we can get along with 
5 percent VA loan. However, we feel the only logical free enterprise long-term 
rehabilitation is flexible interest rates. Our housing starts will fall 40 percent 
with 41% interest rate under present market conditions.—R. B. Coryell, executive 
vice president, Home Builders Association of Rio Grande Valley. 


Wichita Falls, Tex. 

Re wire 28th, GI program distressed in this area 6 to 8 points discount on 
loans. At this time mortgage funds poor. Five percent rate might improve 
situation but doubtful——Coleman Williams, executive secretary, Home Builders 


Association of Wichita County. 


Amarillo, Tex. 

In this area there are not many buyers other than FNMA. FNMA standby 
price on VA 4%-percent loans is 90. They are offering to buy 5-percent loans 
with less than 10-percent equity for 95. Will buy 5-percent loans with more 
than 10-percent equity for 96. If they buy FHA loans at that rate it is reasonable 
to assume that if VA interest were raised to 5 percent, VA loans would be 
bought on same basis. Should private money become available in this area, 
VA would not be in a position to attract any of it if still at 4% percent.—Lois 
McSweeney, executive secretary, Texas Panhandle Home Builders Association. 


Dallas, Tez. 

Re your telegram VA 41%-percent mortgages very limited available almost 
exclusively through Fannie May at 93 considering sale of FNMA stock. If 
Congress fails increase rate it is generally believed money will stay same or 
deteriorate resulting in strangulation of VA homes program. Increase to 5 
percent believed would increase availability, with discount lessening to 97 to 
98 range, providing no other changes in visible money situation. Some savings 
and loans report no money available at 4144 but can commit at 98 on 5 percent, 
25 years.—Herbert Deshong, executive secretary, Home Builders Association 
of Dallas County. 


El Paso, Tez. 

VA mortgage money at 4% percent nonexistent in El Paso area at present 
time with exception of FNMA at discount. Opinion here, if interest rate 
remains same, VA money will remain nonexistent. If VA raised to 5 percent 
it would carry about 5-percent discount and change would stimulate some money 
partially from FHA, but VA at 5 would still not be as attractive at present 
time as FHA.—Home Builders Association of El Paso. 





Beaumont, Tez. 
Current supply of mortgaged funds for VA program at 4% percent is nil. 
If rate is not raised VA building will cease. If rate is raised to 5 


5 percent, 
definite improvement.—Joe Trum, executive secretary, Home Builders Associa- 
tion of Sabine area. 










REGION XII.—UtTAH, MONTANA, IDAHO, NEVADA 





Boise, Idaho 

Current VA 41%4-percent money not available in this area. Increase to 5 percent 
could open new avenue and is step in right direction. Local building down 
75 percent of year ago.—Robert J. Hart, executive secretary, Home Builders 
Association of southwest Idaho. 


Salt Lake City, Utah 

There are no funds in Salt Lake City. Expect no change in availability of 
VA funds if interest raised or not raised.—Earl] P. Staten, secretary and counsel, 
Utah Home Builders Association, Inc. 


Ogden, Utah 

No current supply of mortgage funds for VA program at 4% percent. If 
interest rate not raised there will be no VA mortgages. An increase to 5 percent 
would probably place VA mortgages back on the market.—L. E. Stark, secretary, 
Weber-Basin Home Builders Association. 
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Idaho Falls, Idaho 


No funds available in this area for VA housing at 4% percent. An interest 
change to 5 percent would help. We strongly urge increased rate. Without it 
VA program dead here.—Jack Jensen, secretary, Home Builders Association 
of eastern Idaho, 


ReGIon XIII.—CorLorapo AND WYOMING 


Colorado Springs, Colo. 


VA mortgage money in this area nearly zero at 4%. Two or three builders 
still using VA on limited basis, using FNMA takeouts at 90. If Congress fails to 
approve increase to at least 5 percent, there will be no VA mortgage money in 
this area. Request you use strongest persuasion to effect interest rate hike— 
Richard D. Prigmore, president, Colorado Springs Home Builders Association. 


Denver, Colo. 

Re your wire, VA rate at 41%4 percent has majority of lenders out of the 
market. Remainder in market only at prohibitive discounts. Unless rate is 
raised this condition will continue. If rate is raised consensus of lenders is that 
VA market will parallel FHA which now provides adequate volume at 97-98 
percent of par.—Edward T. Rice, executive vice president, Home Builders Associa- 
tion of Metropolitan Denver. 


Pueblo, Colo. 


Four and one-half percent VA loan now selling 10 percent discount. Local 
opinion believes if Congress fails to raise interest, supply of money will disappear 
completely. If 5 percent is approved, loans will be more marketable.—K. E. 
Herwig, secretary-treasurer, Pueblo Association of Home Builders, 

Casper, Wyo. 
Four major outlets in town have no VA money. Last had was 8 percent dis- 


count. VA market to remain dead unless rate on equal basis of FHA obtained.— 
R. E. Hiser, executive secretary, Home Builders Association of Casper. 


REGION XIV—WASHINGTON AND OREGON 
Tacoma, Wash. 


Supply of VA 4% percent mortgage money almost extinct. VA loan being made 
at a terrific discount to the seller. If rate is not raised to 5 percent VA will 
virtually die here. If interest rate is increased it would almost eliminate the 
discount but would not solve the tight money situation—Clarence Wilson, execu- 
tive secretary, Tacoma Master Builders. 

Yakima, Wash. 

All builders in this area agree that if present VA interest rate stays at 4%4 
percent, VA building here in 1957 will be nil. If rate is changed to 5 percent 
we feel that a ready supply of mortgage funds will be available for GI build- 
ing—Kard G. Graf, Jr., executive secretary, Home Builders Association of 
Yakima. 

Seattle, Wash. 


Re your telegram January 29 regarding VA interest rate Question 1: 15 per- 
cent down, 20 years VA loan at par. Some funds from limited lenders with a 
minimum down payment. Some available at 61% points and up. One lender has a 
limited amount at 41%4 points. Question 2: No more VA funds, at least that 
would help builder. Question 3: Reduce discount rate about 3% points on mini- 
mum down payment.—J. A. Martineau, executive vice president, Home Builders 
Association of Greater Seattle. 


Longview, Wash. 


Re your telegram re VA interest rates. No VA mortgage funds available at 
present time. If rate is not raised cannot expect funds to be available. If rate 
is raised to 5 percent funds would be available on same basis as FHA namely at 
discounts ranging from 2 percent to 4 percent.—P. B. Lutz, vice president, Gen- 
eral Mortgage Corp. 
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Spokane, Wash. 

Re your telegram current supply mortgage money at 4% percent critical this 
area. Failure to raise interest rate would mean discount rates would continue 
to rise. If rate goes to 5 percent this would help to modify discounts but would 
in no way eliminate them under present conditions. How do we stand on Teague 
bill ?—we like the idea——Jim Hamilton, executive secretary, Home Builders As- 
sociation of Spokane. 


Eugene, Oreg. 

With 12 lending institutions in Eugene, one offers VA loans on prime proper- 
ties at 4 and 4% discount. Two local banks will take them at 20 percent down 
and 15 year amortization only. Increase to 5 percent interest rate would bring 
funds from most of the 12. Failure to increase interest rate will not only fur- 
ther injure home building but ruin the economy of Eugene by crippling our lum- 
ber industry.—Richard §S. Millhollen, president, Home Builders Association of 
Eugene. 


Salem, Oreg. 

Answer in regard to your wire of January 28. Current situation on supply of 
mortgage funds for VA program at 4% percent. Little or none available. If 
Congress fails to raise rate, situation would remain the same. If raised to 5 per- 
cent would help considerably and would help to reduce the discount rates.—Henry 
Pade, secretary-treasurer, Home Builders Association of Salem. 


Portland, Oreg. 


Funds at 4% percent very scarce, any which is available at 5 to 7 points dis- 
count. This discount considered extremely high for this area. Builders reluc- 
tant to accept this amount of discount. Almost complete standstill if rate is 
not increased. Increase to 5 percent would decrease discount somewhat and 
most likely increase supply.—Robert L. King, executive secretary, Portland 
Home Builders Association. 


Recion XV AND XIX.—CALIFORNIA AND HAwatl 


Fresno, Calif. 


Reply to your request. No VA money available at 4% percent. If not raised 
to 5 percent building off 60 percent. If raised to 5 percent increase in building 
program problematical.—Roger BW. Butler, executive secretary, Home Builders 
Association of the San Joaquin Valley, Inc. 


San Francisco, Calif. 

Current situation mortgage funds VA program this area is 88 to 93 on 14 
months standby for 4%s. Discount payable at then current rate within this 
5-point span. Condition would remain static if Congress did not raise rate. 
Increase to 5 percent would probably have effect of 2-point advance in close-outs 
of current loans. Would not have any permanent effect insofar as future take- 
out concerned.—Richard E. Doyle, executive vice president, Associated Home 
Builders, Inc. 


Lafayette, Calif. 

1. No VA funds except through FNMA. 2. Limit of houses for vets. FNMA 
funds would be exhausted. 3. Some companies would reenter VA market. VA 
loans would be placed on par with FHA by FNMA.—Frederick C. Krackle, Gen- 
eral Contractors Association of Contra Costa County. 


Berkeley, Calif. 


No mortgage funds available for VA program at 4% except at prohibitive dis- 
count. Failure to raise rate will result in no further GI housing after present 
commitment. Increase in rate to 5 supported by authorization to Fannie May 
will result in GI housing being produced.—John I. Hennessy, Associated Home 
Builders of Greater East Bay, Inc. 


San Mateo, Calif. 


Four and a half percent VA mortgage funds our area not available and cer- 
tainly condition will continue until realistic action by Congress equaliing rate 
with 5 percent FHA. Understandably this change is not full answer to critical 
position our builders.—Harry E. Smith, executive vice president, Peninsula Gen- 
eral Contractors & Builders Association. 





VETERANS’ LOANS 227 


San Jose, Calif. 


Currently only mortgage funds available on VA 4% percent are at a 10-point 
discount in this area. Failure to raise VA rate to 5 percent would be chaotic 
to those builders presently warehousing VA loans. Increase to 5 percent will 
give immediate temporary relief. Present need is for sensible long-range pro- 
gram, such as was adopted by the NAHB Mortgage Finance Committee at the 
1957 Convention.—William P. Nelson, executive vice president, Santa Clara 
County Contractors & Home Builders, 


Sacramento, Calif. 


Current situation on supply of mortgage funds under present VA rate prac- 
tically nonexistent. If Congress fails to raise rates, situation will remain 
stagnant. Five percent FHA rate here shows only slight difference since ef- 
fective, and VA expected increase would be same. Local money lenders recom- 
mend free rate as tentative but immediate answer.—John Bristow, president, 
Associated Home Builders of Sacramento. 


Las Vegas, Nev. 
Reurtel. Absolutely no funds available at 444 percent in local area. VA loans 
would go begging if Congress fails to raise rate. Increase to 5 percent would 


reactivate present programs.—James M. MeGroarty, president, Southern Nevada 
Home Builders, Inc. 


San Diego, Calif. 

Reurtel. Va interest rate 4%4 percent VA funds not available. If Congress 
fails to raise rates, there will be no GI home construction. Increase te 5 percent 
will create some slight stimulation.—Charles A. Taylor, executive vice president, 
San Diego Builders Contracting Association. 

Los Angeles, Calif. 


Current supply of mortgage funds for VA program at 4% percent almost nil. 
Effect of increase to 5 percent helpful, not adequate.—Harry G. Stewart, execu- 
tive director, Building Contractors Association. 

Los Angeles, Calif. 

Local market for 4% percent VA paper nonexistent. This condition would 
continue indefinitely if interest rate not increased. Increase to 5 percent would 
generate some interest in VA paper; however, builders fear an increase to 5 
percent may cause FNMA to drop purchase price thereby effecting no increase 
in market price for 5-percent paper resulting in same market price now prevail- 
ing for 444-percent paper. Pattern established when FHA increased to 5 percent 
could be repeated.—George O. Prussell, Home Builders Institute. 


Honolulu, T. H. 


GI mortgage money very searce. Failure to raise rate detrimental. Increase 
of rate would help present rates on conventional 6 and 6% percent.—T. F. 
McCormack, FHA and VA chairman, Home Builders Association of Hawaii. 


Recion XVI—KENTUCKY AND TENNESSEE 
Louisville, Ky. 

No VA funds available at 4% percent except precommittments. Situation 
would remain if Congress fails to raise rate. Increase to 5 percent would effect 
minimum discount of 3 instead of 7 to 10.—W. Arthur Sorrell, executive secre- 
tary, Associated Home Builders of Louisville. 

Lerington, Ky. 

Contacted five local lenders with reference to current situation of VA mortgage 
fund. One lender has good supply 414 percent 8- to 10-point discount. Other 
4 lenders have no money at 4% percent—-could possibly get limited supply if 
rate is increased to 5 percent. If rate stays at 4% percent think VA program 
is dead. If increased to 5 percent might help somewhat.—Leonard Paulson, 
executive secretary, Lexington Home Builders Association. 
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Owensboro, Ky. 


Except for small number of instances when money previously allocated no 
supply of 4%-percent mortgage funds. Failure to raise rate will kill VA pro- 
gram. If rates raised to 5 percent funds probably available on restricted basis 
at 8 percent or more discount. Housing starts this area in $15,000 and under 
price bracket seriously cut because of absence mortgage funds. Now more.than 
50 percent below 1955-56 level.—John W. Beard, executive vice president, Home 
Builders Association of Owensboro. 

Memphis, Tenn. 

Only funds available here on the GI loan program are through FNMA at 
around 8-percent discount. This is prohibitively priced for our builders. If 
Congress fails to raise the interest rate, in our opinion the VA program will be 
dead. Local loan brokers will be interested in VA loans at 5 percent with a rela- 
tively small discount around 8 percent.—Frank H. Berfield, executive director, 
Home Builders Association of Memphis. 

Johnson City, Tenn. 

Your telegram January 29 is reference. First, there have been no VA loans 
this area either direct or through normal lending channels for past several 
months. Second, failure to raise rate will perpetuate this condtiion. Third, 
increase to 5 percent will open flow slightly for first-class borrowers and loca- 
tion.—Kent Herrin, executive secretary, Home Builders Association, Tri-Cities. 


Knoeville, Tenn. 


Mortgage funds for VA program at 4% percent practically nonexistent in 
Knoxville. Unless Congress raises the rates or takes some other action there is 
no relief in sight. Increasing VA rate to 5 percent would help some but only in 
a slight degree.—David D. Dickie, executive secretary, Knoxville Home Builders 
Association. 


Nashville, Tenn. 


No money at 4% percent. Slight increase possible at 5 percent. No solution 
to problems until general relaxation of mortgage funds.—Fred P. Graves, execu- 
tive secretary, Nashville Home Builders Association. 


Ohattanooga, Tenn. 


None available at 4% percent. This situation would continue without an in- 
erease in rates. Money would be available with 5 percent increase.—Joseph 
Vaugh, Jr., president, Home Builders Association of Chattanooga. 


ReGcion X VII.—ARKANSAS, LOUISIANA, AND MISSISSIPPI 


Little Rock, Ark. 


No known funds available 444 percent VA loan except spot cases. Local build- 
ing and loan at about 90, some funds available FHA 5 percent at 98 which we 
believe would be VA market at 5 percent. There would be no organized effort to 
use VA program with continued 41%4 percent rate—Judy Dishongh, Arkansas 
Home Builders Association. 


New Orleans, La. 


No mortgage money available this area at current VA rate. Failure to raise 
would stop all construction of VA housing which is already at standstill. In- 
crease to 5 percent would bring partial and temporary help to otherwise im- 
possible situation—Fred Forstall, president, Home Builders Association of New 
Orleans. 

Monroe, La. 

Only VA mortgage funds available this area through FNMA. Without in- 

creased interest rate situation unchanged. Increased rate to 5 percent should 


loosen mortgage funds through normal channels.—Tom Mackay, executive secre- 
tary, North East Louisiana Association of Home Builders. 


Baton Rouge, La. 


Four and one-half percent mortgage almost nil. When available, brokerage 4 
to 8 percent. Think © percent would give flow of much needed money in 14- to 18- 
thousand-dollar price range. If rate raise fails, housing starts in this range 
definitely off. If increased to 5 percent would increase starts where needed 
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because increase of new industries to Baton Rouge area increasing influx of 
middle income vets.—Mrs. Jayne Shores, executive secretary, Home Builders 
Association of Greater Baton Rouge. 

Shreveport, La. 

In reply to your wire this date. Current local situation on mortgage funds 
for VA program at 4% percent is that these funds are available at such high 
discounts builders cannot pay. Therefore practically speaking no funds in 
area available. All mortgage companies requiring downpayment from 10 to 20 
percent and also charging at least 5 points discounts and highest 7 points dis- 
counts, Small supply available through local building and loan associations, 
only enough to take care of less than one-twentieth of demands. If Congress 
does not raise in our opinion VA program will collapse; if Congress goes along 
to 5 percent additional funds would be available but still not adequate. Addi- 
tional funds would take care of perhaps 75 ‘percent of demands. If we can be of 
further service, don’t hesitate to call on us.—L. H. Brandao, executivé secretary, 
Home Builders Association of Shreveport-Bossier. 


Jackson, Miss. 


Absolutely impossible to obtain VA loans at any price except through FNMA. 
If rate is not raised we expect 70 percent decrease in building. If rate is raised 
we expect reasonable amount VA loans available immediately with supply in- 
creasing during the coming months.—Peyton Alexander, secretary-treasurer, 
Home Builders’ Association of Jackson, Miss. 


Greenville, Miss. 


VA loan money available now at prohibitive 9 points discounts. No change 
expected if interest rates remain 4% percent. Believe increase to 5 percent 
would get only one-half normal needed funds at 3 points discount—Salvador F. 
Sarullo, secretary, Greenville Home Builders Association. 


ReGion XVIII.—ArIzonNa AND NEW MExico 
Phoenix, Ariz. 

Answers to questions you recently wired are as follows: (1) VA money only 
available through FNMA at two points above the cost prior to increase in PHA 
interest rates. A number of local lending institutions have discontinued VA 
entirely; (2) situation would continue in present critical state; (3) such a move 
should help the local picture regarding discounts and make it comparable to 
rates charged prior to raise in FHA interest rates.—Thomas C. Kane, executive 
secretary, Phoenix Association of Home Builders. 

Tucson, Ariz. 

If rate is not increased, VA money not available in this area and VA building 
program will cease. If increased to 5 percent money available in limited sup- 
ply. VA building program will continue.—Mortgage Affairs Committee, Tucson 
Home Builders Association. 


Alamogordo, N. Mex. 

In reply to your telegram of January 28 there is no mortgage money available 
for VA loans at this time. Our VA program will be cut 95 percent if the interest 
rates are not increased. We believe an increase in interest rates would make 
mortgage money available for this area.—W. W. Smith, secretary, Home Build- 
ers Association of Alamogordo. 


Albuquerque, N. Mea. 

FNMA is presently only supplier of mortgage funds for VA 4% percent loans. 
Rate of discount making it increasingly difficult for builders to survive. Failure 
to increase interest rate will eause many builders to cease operation. If VA 
interest rates are raised to 5 percent, it is possible that mortgage funds will be- 
come available. However, local sources are not optimistic in this regard.— 
KE. Price Hampson, president, Albuquerque Home Builders Association. 


REGION XX,.—NEw JERSEY 
Atlantic City, N. J. 

Received wire January 29. VA at 41% percent obtainable at 10 points. Effect 
if Congress fails to raise rate would be rapid deterioration. Substantial im- 
provement toward equality with FHA if Congress increases rate to 5 percent— 
Mary L. Ewing, executive secretary, Atlantic Home Builders Association. 
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New Brunswick, N. J. 

Mortgage money extremely scarce for VA at 4% percent. Lenders backing out 
on existing commitments using all possible subterfuges not to grant VA mort- 
gages. Only when forced will most close and then at premiums ranging from 
minimum 6% points to maximum 10 points. Builders at limit of finances this 
area. Eighty-five percent of all construction stopped on VA and 50 percent on 
FHA. Doubt effect will be felt either way on increase to 5 percent. Too many 
other attractive deals for available money—John P. Dwyer, Home Builders As- 
sociation of Raritan Valley, N. J. 

Newark, N. J. 

Failure to increase VA rate 5 percent will virtually bankrupt many builders 
in State within short time. Increase in VA rate to 5 percent will save this sitvu- 
ation. Increase will also prevent production from being cut in one-half during 
1957.—John 8S. Wright, executive vice president, New Jersey Home Builders 
Association. 


New Milford, N. J. 

Small amount VA money available at 92 to 95; without raise there will be no 
VA activity in this area. If raised to 5 percent money available at 98 to 99.— 
Thaddeus C. Borek, Home Builders Association of Northern New Jersey. 


Cranford, N. J. 


Reply your wire January 29, 1957, re VA mortgage program. No funds at 
4% percent available. No VA building, if Congress fails to raise rate. If in- 
creased to 5 percent would help somewhat but not completely.—H. Latawiec, ex- 
ecutive director, Home Builders Association Metropolitan New Jersey. 


Stone Harbor, N. J. 


Current VA money situation at 4%4 percent is almost unavailable. Current 
Situation would affect future if Congress refuses boost to 5 percent. Would make 
money completely unavailable and boost to 5 percent will definitely tend to bring 
money back to circulation and building industry.—Gerald T. Bachman, secretary, 
Home Builders Association of Cape May County. 


Camden, N. J. 


Answering your wire. Question one—no mortage funds available for new 
homes. If available they are extremely limited at very high premium. Ques 
tion 2. Dry up entirely and stop VA. Question 3. Helpful to all if equal 
to FHA. Some funds would be available-— ——— 


Recion XXI—OnI0 


Mansfield, Ohio 


Current supply of mortgage funds for VA program at 4% percent virtually 
nonexistent in this area. Failure by Congress to raise rate would continue 
present situation. Increase to 5 percent would improve matters only slightly— 
George W. Sennish, chairman, mortgage finance committee, Mansfield Home 
Builders Association. 

Elyria, Ohio 

Re your wire January 29. 1. No money available locally for VA 4% percent 
loans. 2. Lenders advise they will refuse any future applications for 44% percent 
VA loans. 3. Lenders have ample funds and will be willing to take care of local 


needs if rate is increased to 5 percent—Home Builders Association of Lorain 
County, John Sarnovsky, vice president. 


Cleveland, Ohio 


Regarding your questions on VA loans there is no VA mortgage money avail- 
able on new committments at 4% percent in Cleveland, Ohio, at this time. If 
Congress fails to raise rate this will be disastrous to veterans in this market who 
want GI loans for homes in an area where approximately 35 percent of the loans 
have been GI. An increase to 5 percent would decrease present prohibitive 
requirements of 7 to 10 points to 2% to 8 points and assist in providing some 
GI loans. We feel the interest rate must be increased to 5 percent on the VA 
program—J. B. Leibrock, executive vice president, Home Builders Association 
of Greater Cleveland. 
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Lancaster, Ohio 

Mortgage funds for VA program at 4% percent nonexistent. Failure to in- 
crease rate will greatly deter home building in this area. Mortgage funds for 
VA program would be available in limited amounts if rate were to be increased 
to 5 percent but by no means in large measure—Ralph Dittoe, secretary, Home 
Builders Association of Lancaster, Ohio. 


Dayton, Ohio 

No 4% percent VA money available; if no increase—no VA loans in 1957. If 
increased possibility same volume as last year. MCBA recommends that VA be 
made part of FHA-—Arthur C. Rodenbeck, president, Montgomery County 
Builders Association. 


Chillicothe, Ohio 

No. 4% percent VA money at all locally. No 5 percent FHA money. Local 
institutions currently charging 51% to 6 percent conventional loan. Doubt VA 
increase to 5 percent would help locally at all-—-F. Page Boyer, Secretary, Home 
Builders Association of Ross County. 


Painesville, Ohio 

Supply of mortgage funds critical in our area. Increase to 5 percent would 
stimulate only limited lending. It would increase the desirability of VA loans 
to mortgagees who have sufficient funds on hand. Failure to raise rate would 
not have any noticeable effect on present conditions.—Dan C. Scullin, secretary, 
Home Builders Association of Lake County. 


Lima, Ohio 

There is no market for VA 4% percent loans in this area, except to Féderal 
National Mortgage Association at a prohibitive. Unless the rate is increased to 
5 percent the VA program will be destroyed in this area—North Western Ohio 
Contractors and Builders Association, Harry L. Foltz, executive secretary. 


Toledo, Ohio 
No VA funds available at 4% percent. Increased to 5 percent would help us 
slightly—Toledo Association of Home Builders. 


Ashland, Ohio 

No 4% percent money in this area. Very little available at 5 percent. If no 
raise in rates, VA program will die in this area—Robert EB. Semler, secretary, 
Home Builders Association of Ashland County, Ohio. 


Marietta, Ohio 

We have no VA at 4% percent. Very limited at 5 percent. If Congress fails 
to raise rate, we will have none at all; if raise to 5 percent we will have very 
little money—Delbert D. Pflug, Secretary of Home Builders Association of 
Marietta. 


Troy, Ohio 

Four and one-half percent is out and if Congress does not raise the interest rate 
there will be no GI housing in this area. Limited amount of 5 percent would 
be available—Robert E. Turner, president, Miami County Home Builders Asso- 
ciation. 
Canton, Ohio 


Re tel. Local market 4% percent VA mortgages very tight. Increase to 5 
percent urgently needed.—J. H. Immler, executive secretary, Home Builders 
Association of Stark County. 


Youngstown, Ohio 


No mortgage funds for VA program at 4% percent here. Increase to 5 percent 
will help.—C. E. MceGranahan, Home Builders Association of Mahoning Valley. 


Springfield, Ohio 
VA mortgage funds are nonexistent in our locality at 4% percent without ap- 
proximately 10 points penalty, It is doubtful if increase to 5 percent will be of 


much help. Why not scrap VA and combine with FHA.—C. C. Conn, Secretary- 
treasurer, Clark County Home Builders Association. 
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Cincinnati, Ohio 


Allocated mortgage money for period ending March 1, 1957 is already ex- 
hausted. Builders are now paying 1% points for FHA 5 percent, and 4 points 
for 4% percent VA. If VA raised to 5 percent builder would pay 1%. If VA 
rate is not increased it will deprive many vets from purchasing under their 
program.—Home Builders Association of Greater Cincinnati. 

Columbus, Ohio 


No mortgage funds for VA at 4% available in our area. Activity here will stop 


lm 


completely if rate is not raised. VA activity will be on a par wtih FHA if 
increased to 5 percent.—Edward Kreider, Columbus Home Builders Association. 
The Cuatrman. Mr. Goodyear, would you read a half-dozen or so 
of those telegrams to us? 
Mr. Goopyrar. Yes, sir. These telegrams are from Massachusetts, 
Rhode Island, and Connecticut : 


The Worcester association feels that in order to prevent the siphoning off of 
available funds from the mortgage field to the corporate bond field an increase 
in the VA interest rate would be very desirable. 


Manchester, N. H.: 


New Hampshire money supply 4 percent fair but amortization lowered to 15 
years thereby canceling out 60 percent of market. Five percent would raise amor- 
tization thus making veterans able to buy. 


Arizona and New Mexico: 


Answer to questions you recently wired as follows: VA money only available 
through FNMA at 2 points above the cost prior to increase in FHA interest rates. 
That means 91% is the effective buying price. Local lending institutions have 
discontinued VA entirely. Situation would continue in present critical state. 
Such a move would help the local picture regarding discounts and make it com- 
parable to rates charged prior to raise in FHA interest rates. 


Oklahoma and Texas: 


The only market for GI mortgages in this area is FNMA at 8 percent discount. 
If Congress fails to raise the interest rates or makes other provisions it will 
completely stop the building of homes for veterans in this area. Due to loan 
discounts and poor appraisal VA starts were off 80 percent in this area over 
same time last year even before FHA raised its interest rates and discounts at 
that time were 40 percent. 

The Cuarrman. Do you know something about the future? They 
did not answer the second part of your question as to what would 
happen if it raised to 5 percent. In other words, they say it fell 
off before the FHA raised their rate. 

Mr. Goopyrar. Some do and some do not, Mr. Teague. Here is 
one from California: 

No VA money available at 4% percent. If not raised to 5 percent building 
off 60 percent. If raised to 5 percent increase in building program probably 
mathematical. 

The Cuarmrman. Mr. Goodyear, Dr. Long would like to ask a 
question. 

Mr. Lone. Maybe I do not understand. Are you saying that, if 
the rate is raised to 5 percent, there will be more money available for 
GI loans? 

Mr. Goopyrar. No, sir. We do not think there will be any more 
money available but we do think that it will lower the discount and 
bring it in line with the FHA price which is about 5 percent discount. 
It will probably make it possible for some of our builders to build 
houses for veterans. 
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Mr. Lone. I still do not understand. If there is no money, then 
what good would the discount do? 

Mr. Goopygar. Well, there is some money. There is a lot of money 
but it is going in other directions. With a 5-percent rate it would 
help us compete in the market where we cannot compete now. 

Mr. Lone. Really, all of you people who have testified here before 
this committee have said in effect that the raising of the interest rate 
to 5 percent would not bring any more money to be lent for buildin 
of GI homes so that I cannot understand why this committee should 
then consider raising the rate if it is not going to furnish any more 
homes to the GI’s. That is what I am trying to get at. What we 
are concerned with is making homes available for the GI’s at as 
cheap a rate of interest as we possibly can with as little discount. 
I realize that there has to be some discount. I was against all dis- 
counts but I found out that I probably would be against all loans 
if I was, so that there is something to the fact that there has to be 
some flexibility on that. What we are interested in is something that 
will make more money available. 

I have one final question. Do you think that we should do away 
with the direct loan, that that would help the boys in the rural areas; 
or would it hinder them in getting loans? 

Mr. Goopyrar. As you know, loans of any kind in rural areas and 
small towns have always been very hard to get. I do not think that 
your raising the rate to 5 percent is going to put any more money 
into those small towns. I do not want to get into a discourse on 
FNMA, but we have proposed here that FNMA be given additional 
funds with which to operate. FNMA will make loans in those remote 
areas and FNMA, in order to buy FHA loans at a realistic price that 
the builders can afford to sell them for, must have 5 percent because 
they have to go out in the open market and sell their notes at. a going 
rate of interest and the only thing we are looking to at the present 
time to help this situation is FNMA. 

Mr. Sisk. Would the gentleman yield? 

Mr. Lona. I yield, Mr. Chairman. 

The Cuarrman. Mr. Sisk. 

Mr. Sisk. In order to clarify a point brought out by Dr. Long, I 
would like for you to comment on this point: As I understand, you 
say that an increase to 5 percent will not make any more mone 
available but that it will place the building industry so far as build. 
ing VA homes are concerned in a competitive position that will at 
least syphon more into that particular type of mortgage; is that right ? 

Mr. Goopyerar. That is right, sir. 

Mr. Sisk. It is not going to increase the overall amount of money, 
certainly. 

Mr. GoopyEar. At the present time private investors in some areas, 
are buying VA loans or attempting to buy them at 87, 88, 89, 90, and 91. 
If the VA rate is raised to 5 percent and FNMA can set an effective 
buying price of 97 or 96, certainly the private investors are going to 
have to raise their price if they are going to buy any loans. This pro- 
posal that we are suggesting here will cover about 250,000 houses. 

Mr. Sisk. Let me ask you this question, now. As recently as in the 
past 2 months, I have met with some of my local home builders associa- 
tions out in California, and discussed this thing in every direction 
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with them. In most cases they seem to be verv thoroughly sold on 
FNMA, That is the feeling that I received from them and the state- 
ments that they made would indicate that if we would increase the 
availability of money for FNMA that that would go a long way 
toward solving this situation. Now, if we followed your recommenda- 
fions here on FNMA, which I believe was to increase it by a substantial 
figure, without an increase in interest rates, what would be the effect 
of that? 

Mr. Goopyrar. Well, FNMA is presently buying 4144 percent GI 
loans at a net effective price of 92. 

Mr. Sisk. Ninety-two net ? 

Mr. Goopyrar. Yes, sir. Now, the builders, frankly, cannot afford 
to pay an 8-percent discount and stay in business. 

Mr. Sts. In other words, if we increase the interest rate, let us say, 
to 5 percent, with the additional financing which you propose for 
FNMA to keep it in business, what in all probability would be their 
purchase rate ? 

Mr. Goopyrar. At the present time, FNMA’s net effective rate on 
FHA 5-percent loans, in your particular area, is around 951% to 96. 

Mr. Sisk. That is in California at the present time ? 

Mr. Goopyrar. Yes; because, you see, they have a flat buying price, 
but in certain geographical areas the price has dropped a half point 
toa point anda half. 

Mr. Stsx. How does that compare at the present time with, let us 
say, the New York or Massachusetts rate on FHA ? 

Mr. GoopykEar. Well, for instance, in Boston, where the savings 
banks can make direct loans to builders and service them directly and 
where their net effective rate is 5 percent, money is very scarce. There 
are some loans being made but they are being made at a price of ap- 
proximately 98 to 99. A builder cannot walk into a savings bank in 
Boston and get a builder’s commitment to go out and build 15 houses 
and know that when those 15 houses are finished he can get a perma- 
nent loan for hisbuyer. Hecan goin and get one at atime. 

Mr. Sisk. What is the reason back of that? Is the reason the spect: 
lation in the money market or a fear of what is going to happen? 

Mr. Goopyxar. I think primarily it is tight money. The savings 
banks are pretty well lined up. Now, this is something that is un- 
heard of. For construction money in the city of Boston they are 
charging the builders three-quarters of 1 percent for 3 months. At 
the end of 3 months they extend the loan for 3 months at a charge of 1 
percent a month, which means that, if a builder has a $10,000 con- 
struction loan for 6 months, it cost him $575 in interest. 

Mr. Sisx. That is actually being done now ? 

Mr. Goopyear. Yes, sir, in the city of Boston. 

Mr. Sisk. Is it being done anyw here else in the countr y? 

Mr. Goopyear. It is not that high but Boston builders tell me that 
their banks are not making construction loans, so that they have to 
go to small operators and ‘to individuals to get construction money, 
and that is the char ge that is being made in the city of Boston. Now, 
the Mass: ichusetts savings banks are buying a few out-of-State loans, 
not in California but in some parts of the South and Southwest. For 
instance, in New Jersey the buying price on an FHA 5-percent loan 
is about 96, which means that in the money market today the investors 
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are getting a 514-percent net effective rate. That is what they want 
and they are buying FHA 5-percent loans to yield them better than 
5 percent. They have to yield 51% percent. They are buying them at 
a price that yields on a 12-year basis about 5.96 and after they pay 
a half- -point servicing they net about 5.45. 

Mr, Sisk. In your organization I know, Mr. Goodyear, you have 
some very capable people on these various committees that are doing 
a lot of study on this overall financing situation because it is the life- 
blood of your industry, so to speak. I think that possibly there has 

already been some question along this line, but would you comment on 
the amount of money at the present time flowing into industrial ex- 
pansion and various other types of large oper: ations? Are you pre- 
pared to make a statement with reference to what you feel the future 
outlook is on that? This is the point I have in mind: 

Let us say that within the next 10 days the Congress permitted an 
increase up to 5 percent on VA loans. We are attempting , as Dr. 
Long and others have said, to try to determine what it is going to do 
or if it is going to have any effect. If there is going to continue to 
be a siphoning off of such money as is available into corporation shares 
of stock, into industrial expansion, into other areas outside of the 
home-mortgage field, then we have not done your industry or the 
veteran any good. Would you want to comment with reference to 
your organization’s position on that? 

Mr. Goopye: ar. In our policy statement, Mr. Sisk, we have covered 
that somewhat under a tax standpoint. If I may, I would like to 
read it. It is attached to our statement. iti is on page 5 of the NAHB 
policy statement mnder item 4, “taxation.” 

Mr. Sisk. Go ahead, with the permission of the chairman. 

The Crameaan. Go right ahead. 

Mr. Goopyear (reading) : 


The natural disadvantage of home building in the competition for capital has 
been increased by tax provisions which powerfully stimulate capital expenditures 
by other industries. Fast depreciation writeoffs are the most important single 
factor underlying the current excessive demand for capital. In contrast, the 
tax laws provide little, if any, incentive to home owners or builders. Expendi- 
tures for home repair and maintenance, in excess of 3 percent of the owner’s in- 
come, should be tax deductible. We urge a restudy of the Nations tax structure 
with particular attention on the impact of taxes in preventing accumulation 
of working capital for land development and construction; restudy of capital 
gains on real estate; and other means of adjusting tax laws to encourage, instead 
of to restrict, residential construction. 

I would like to comment on the first item you mentioned. Last year 
our plant expansion was at the rate of about $27 billion. It inere eased 
up to $40 billion before the end of the year. That plant expansion is 
still going on and with the road program that is going into effect 
and the terrific amount of equipment and machinery that is going to 
be needed to man that program, I do not see any dropoff in demand 
for additional expansion. That is why we have to have money in 
FNMA. 

Mr. Sisk. In other words, this growing expansion and the road- 
building program and, of course, the fast tax writeoff for this plant- 
expansion proposition are going to continue to drain an enormous 
amount of available money into those are as;is that right? 

Mr. Goopygar. Yes, sir. There is another f Factor, ‘too, in this. mort- 
gage market. There are a lot of neovle getting into the mortgage 
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market. For instance, there is the ship-building program of the 
Maritime Commission. That has formerly been a trust-certificate 
or direct-loan obligation. Today the Maritime Commission is making 
100-percent. guaranteed loans on ships to be built and the savings 
banks are buying those 100-percent guaranteed loans at an interest 
rate of 5 percent and in some cases higher. 

They are now attempting to put the airlines under such a certificate 
where the Government or someone will guarantee the mortgages on 
planes. It just means that there are more and more people invading 
the mortgage market and taking the funds out of it. 

Mr. Sisk. The question has come up in connection with the legisla- 
tion we passed in the last Congress with reference to the building 
program on highways, assuming that this Congress in the near future 
passes the so-called Federal aid-to-education bill—this, by the way, in 
nowise reflects my position on that particular legislation—but what 
effect. would that have on the money market ? 

Mr. Goopyrar. It is going to take money out of the market and 
make it more competitive. 

Mr. Sisk. Do you think it might represent a substantial drain on 
available money ¢ 

Mr. Goopyrar. Well, I do not know. There are 148 communities 
in the United States that are the growth communities of this Nation 
where tremendous expansion is taking place in the population. I do 
not know of any 1 of those 148, plus thousands of small communities 
that are growing, that does not need new schools. 

Mr. Sisk. I have just one concluding question, Mr. Chairman. I 
hate to take up so much time. 

The CuHairman. Go right ahead. 

Mr. Sisk. Your association does not take a position opposed to the 
direct loan, do you, or what is your position on the direct-loan pro- 
gram or a continuation of the direct-loan program for VA? 

Mr. Goopyrar. Well, FNMA has the organization and has the ma- 
chinery to operate. It has the experienced personnel to operate and 
we feel that through FNMA better distribution of the funds could 
be made, and it could be made quicker and on a more efficient basis if 
the money were put into FNMA rather than into a direct-loan 
program. 

Mr. Sisk. We find that in many areas of the country there is not a 
complete failure but at least a very poor distribution of money in 
many of these rural areas. In an analysis of the counties of the 
United States, broken down for every State in the Union, there is 
apparently either a surprising lack of money or a lack of desire for 
homes. Would you say that there is a desire for homes on the part of 
veterans in the rural areas? 

Mr. Goopyear. Very definitely. I would like to say, Mr. Sisk, that 
this association has never opposed direct lending to the veteran himself. 
I think primarily the reason that the direct-loan program to the vet- 
eran has not been able to function as efficiently as it should is because 
it precludes the builder from operating with that direct loan. It just 
means that the veteran himself deals with the VA and there are not 
many individuals who are competent to take a set of plans and specifi- 
vations and a contract and sit down with the VA and work out the 
problem. It takes someone with a little knowledge. The builder has 
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been precluded from operating and helping the veteran secure a direct 
loan. I think if perhaps the program was overhauled so that it would 
be possible for the builder in those areas to help the veteran, or where 
the builder could participate in that direct-loan program in some way, 
that you would get more money out. 

Mr. Sisk. Mr. Chairman, this is no question of Mr. Goodyear’s 
statement, but is it true that a direct loan cannot be operated through 
a builder? I would like to hear counsel on that. 

Srarr Director. That is generally correct, Mr. Sisk. The situation 
is that the direct loan deals with the individual veteran. The builder 
is merely an appendage in the proposition and, as a practical matter, 
firm commitments for fund reservations to builders are not possible 
under the direct-loan program. About 80 percent of the direct-loan 
program has been for existing properties. There has been very, very 
little for new properties. 

Mr. Sisk. It has been my understanding that it has been a direct 
loan to the veteran but I was unaware of this other fact. 

Srarr Direcror. It can be wor ked, Mr. Sisk, but as Mr. Goodyear 
pointed out it is practically a one-shot proposition with the veteran 
primarily responsible to the VA and it is cumbersome and difficult to 
make work. It has worked in some individual cases but has not been 
made to function so that the builder could get in and get the assurance 
of reservations for 5 houses and enter into a contract for 5 veterans 
and build those houses under the pattern used in the direct-loan 
program. 

Mr. Sisk. I begin to understand, Mr. Chairman, possibly, why this 
direct-loan program has been broken down to its present condition. 
You know that there are $200 million or $300 million now not being 
used. I realize that is a drop in the bucket in the overall program but 
it has been of great concern to me as to why that exists when I know 
that there are veterans who want the money and cannot get: it. 

In other words, your direct rec ommendation of your association 
is an increase in FNMA funds so that it can go into these rural areas 
and do a job. 

Mr. Goopyrar. That is right, sir. I think the greatest demand for 
homes in this country today i is in the small towns and communities 
of this country because they have not had access to mortgage financing. 
Historically, the banks in those smaller towns will not make mortgage 
loans. Maybe there is one savings and loan association but they will 
not make a VA or FHA loan. They invest all their money in conven- 
tional loans. There has been no pipeline of supply. There has been 
nobody in those towns to do a job and, if our builders can go into those 
towns with money and build 5 or 10 houses, I think you are going to 
see a big pickup. 

Mr. Sisk. Thank you for the time, Mr. Chairman. 

The Cuarrman. Mr. Christopher. 

Mr. CurtstopHer. With money conditions as you have described 
them, what assurance do you have that FNMA will not get another 
hike in interest rates probably shortly after we raise the veterans’ 

rate to 5 percent? Suppose we do that. Do we have any assurance 
from anybody that the FNMA rate will not just go right up again? 
Are we not in a spiral of progressively tighter credit and progressively 
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higher interest rates? Do you envision any place where this is going 
to stop? 

Mr. Goopyzar. Mr. Christopher, I cannot say that it will ever stop, 
However, the reason that the FNMA has continually raised its price 
or raised its stock purchase requirement was to act as a deterrent to 
selling to FNMA because they only had a limited amount of funds 
with which to do business and were tr ying to stretch those funds out 
to last until Congress came back into session, had an opportunity to 
hold hearings and could appropriate more money for the Treasu 
to buy stock. Now, at the present time FNMA has about eneagh 
money left to do business for 4 weeks. 

Just recently they stopped buying any loan that was over 4 months 
old as an additional deterrent to selling loans. They thought that 
that would have sufficient dampening effect on the selling of loans so 
that they could operate for 8 weeks and they slowed down temporarily, 
but now they are up to $32 million a week. 

Of course, FNMA has to go into the open market to get its money. 
I do not want to talk too much about FNM: A, but I say this: That if 
FNMA were permitted to operate with a nonpartisan board of di- 
rectors, if it was not under the control of the Treasury, FNMA could 
g° into the open market and borrow its money at a realistic rate. 

Uhey could sell debentures to pension funds at probably 3.90; but 
because they are under the Treasury they are not permitted because 
the Treasury says, “You will be drying up our sources of Govern- 
ment bonds,” which is not true. Pension funds buy other invest- 
ments besides Government bonds. 

Mr. Curistorrer. It seems then that this situation has been planned 
by somebody. 

Mr. GoopyEar. Well, we have talked consistently to certain members 
of the present administration and to the Federal Reserve Board and 
somebody is beginning to think it has been planned. 

Mr. Curistoruer. If a veteran has to go into the open money market 
and compete for funds to buy a home and get those funds by paying 
more for them than anyone else wants to pay the circumstances bein 
equal, what chance has he to ever own that home and pay out on it 

Mr. Goopyear. Well, an interest rate increase of one-half percent 
amounts to approximately $1.85 a month. 

Mr. Curistoruer. I realize that but, coming back to the other ques- 
tion, what assurance have we that that half percent is not just the 
stepping stone to another half percent or another percent. The half 
percent w ould not be so bad if it was not just a continuing spiral. 

Mr. Goopyear. Mr. Christopher, that is the reason we have proposed 
some other suggestions in our policy statement. 

I do not know if you want me to read those suggestions, Mr. 
Chairman. 

The Carman. I think not, Mr. Goodyear. I think all the mem- 
bers have seen them. 

Mr. Curisropuer. The veterans have several billion dollars of their 
own money but it does not seem to me that any way has been devised 
yet under which they can use it. That is in the insurance fund. 
That is not the taxpayers’ money. That is their own money. I 
cannot see why they should not be allowed to use that money to build 
homes at a reasonable interest rate that they could hope to pay. 
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Mr. Suvrorp. Would the gentleman yield? 

The Cuatrman. Judge Shuford. 

Mr. Suvrorp. Then under your statement you feel, Mr. Goodyear, 
that the Federal Government or the Treasury actually sets the interest 

rate. It is not so much the money market as what the Government 
specifies it shall be. 

Mr. Goopygar. If you are talking about Government-insured loans, 
they set the rate but I think that 1f you go out into the open money 
market the market sets the rate. 

Mr. Suvurorp. If the Treasury Department can specify what they 
will pay for certain funds, does that not reflect also in the other money 
market ? 

Mr. Goopyrrear. Well, it has an effect, yes, sir, overall. 

Mr. Suvrorp. Thank you. 

The Cramman. Mr. Goodyear, how accurate are appraisals? 
Within what percent can an appraiser say this way or that way that 
that is what the house is worth ¢ 

Mr. Goopyrar. That varies in many areas. 

The Cuairman. What would be a good estimate across the coun- 
try, 5 percent of the cost? 

Mr. Goopyrar. I would say it would be more accurate than that 
because you see the VA appraisers have had a great deal of experience 
and have a great backlog of appraisals to fall back on, and I think 
they are about as accurate as you can get them and I think they are 
very conscientious. 

The Cuairman. Mr. Goodyear, could you give the committee a 
comparative cost of a house bought by a veteran for, say, $13,000 in 
any area in the United States between a GI loan and an FHA loan? 
Generally, what would be the difference in the cost to a veteran if he 
bought it through the GI or bought it through FHA ¢ 

Mr. Goopyear. You mean the financing cost ? 

The Cuarman. In total cost of the house. 

Mr. Goopygar. Well, they would be the same, Mr. Teague. 

The Cuatrman. Under FHA and VA‘ 

Mr. Goopyear. Yes, sir. 

The Caamman. If we have $9 million out with a savings clause 
in it and we pass a bill increasing this interest rate, then we are 
passing that interest on to that $9 million that is committed. There- 
fore, why not just let the interest rate alone and let the veterans go to 
the FHA and get the loans. We have only a certain amount of money 
available anyway. Why increase the interest rate? 

Mr. Goopyrar. Mr. Teague, as you know, there is a tremendous dif- 
ference in the downpayment. In VA, let us say the downpayment is 
roughly 5 percent. On a $15,000 FH: A it would probably be $3,000 to 
$5,200 plus the closing costs. 

The Cuamman. Generally, what about downpayments today as far 
as veterans are concerned? What percent of them would have that 
kind of a downpayment for an FHA house? 

Mr. Goopyrar. Speaking broadly, I would say they would have 
about 2 or 3 percent down plus enough money to pay their closing 
costs. 

The Cuairnman. Are you saying that 2 or 3 percent of the veterans 
would have the money to pay $3,000 ¢ 
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Mr. Goopyrar. I would say that the average veteran would have: 

2 or 3 percent downpayment plus the closing ‘costs. That will vary 
in some sections. 

The Cuarmman. We are beginning to get mail from veterans that 
have commitments saying, “Please do not increase the interest rate 
because we have our commitment now and, if you increase it, it is 
passed on to us.” Iam sure that that is going to develop more than 
it has so far. 

Are there any questions ? 

Mr. Wurrener. Mr. Chairman. 

The Cuarrman. Mr. Whitener. 

Mr. Wurrener. Mr. Goodyear, it has been recommended by other 
groups that the Veterans’ Administration in effect go out of the 
money-lending business and that either a division under the FHA or a 
new division or some currently operating division handle all veterans’ 
loans at some future time. What is the policy or attitude of your 
organization toward that ? 

Mr. Goopyrar. Well, again, attached to our policy statement is a 
recommendation of our association approving that. 

Mr. Wurtenrr. Approving what ¢ 

Mr. Goopyrar. A revision in FHA down payments so that both 
the veteran and nonveteran alike can be served in the same fashion: 
but this change in the FHA, this revision of their downpayments 
would be a program designed to be in operation as the World War I 
program expires and this program under FHA could continue taking 
‘are of any veteran at that time who had not at that time availed 
himself of his GI loan. 

Mr. Wirener. Well, from the standpoint of ultimately getting the 
money into the hands of the veteran who is building his home, on the 
basis of your experience which I personally know has been extensive, 
do you think that the personnel in the FHA would have a more 
cooperative attitude toward a veterans’ loan program than has been 
manifested by the VA in helping to meet this desire that I think we 
have all expressed of getting the money ultimately to the veteran 
so that he could have a home ? 

Mr. Goopygar. I think that the VA as a general rule has been co- 
operative and has seen that anybody who made an application for a 
loan got a commitment so that they could go out and shop for the 
money. I cannot see that there will be any marked difference. 

Mr. Wurrener. Mr. Chairman, I would like to add this personal 
note. Mr. Goodyear is a long-time friend of mine from our area. I 
appreciate his appearance and his statement and I believe, as some 
of my colleagues have stated, that he has made one of the most excel- 
lent presentations we have had and I personally appreciate it. 

The Cuatrman. Thank you. 

If the bankers should change the downpayments, then there is 
practically no difference between VA and FHA? 

Mr. Goopyrar. Of course it depends on how they change it but, if 
they change the downpayments, if they revise the F HA downpayments 
in line with what the VA dow npayments have been, I would say there 
would be practically no difference. 


The Cuarrman. Are there any other questions ? 
Mr. Weaver ? 
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Mr. Weaver. Mr. Goodyear, would you say that a large volume of 
the mortgage money for VA loans is being held up now primarily 
‘because of anticipated i increase in the VA rate or because the money 
is not available ? 

Mr. Goopyrar. I think it is a combination of both of them. 

Mr. Weaver. How would you break that percentage down ? 

Mr. Goopyrar. I would say there is a good bit more money com- 
mitted to make the GI loans than there is to be committed. I think 
there are a lot of loans being held up. However, as you know, a 
builder and a mortgage company or savings bank are supposed to close 
the loan as soon as the house is finished and, if they do not, that is a 
direct violation of the VA regulation and they could be prosecuted. 

Mr. Weaver. Would you say that it is a combination of the two 
things, of the anticipated increase possibly, and that there is still 
mortgage money available other than for that condition? 

Mr. Goopyear. Well, there is not very much. 

Mr. Weaver. But there is some. 

Mr. Goopyrar. If you can find it. 

The Cuatrman. Thank you, Mr. Goodyear. We appreciate your 
coming down. 

Mr. Goopygar. Thank you. 

The Cuatrman. Our next witness will be Mr. William Levitt, pri- 
vate builder in New York City. Mr. Levitt? 


STATEMENT OF WILLIAM LEVITT, PRIVATE BUILDER, 
NEW YORK, N. Y. 


The CuarrMan. It is against the rules of the House to take a picture 
while the committee is in session so that we will adjourn for 30 seconds 
while Bill Allen takes your picture. 

(A short recess was taken.) 

The Cuatrman. Before you begin your testimony, would you tell 
the committee the extent of your building activities? Do you have a 
prepared statement? 

Mr. Levirr. I have no prepared statement, Mr. Teague, but I will 
be glad to. 

The Cuarrman. Tell us about your activity in the housing field. 

Mr. Levirr. First, of course, I want to thank you for letting me come 
here today as a private builder to discuss what is in my estimation the 
worst Broseanins that the building industry has been in since 1931, 
1932, and 193: 

I speak, re ily, of course, as a volume builder, but the predica- 
ment that we and our colleagues are in applies equally to every builder 
in the country. 

Mr. Teague has asked me to give a short background of our own 
firm, so suppose I dismiss it by saying that since the war we have 
built about 50,000 houses. 

The CuatrMan. How many are you building this year ? 

Mr. Levrrr. I do not like to tell you that, “Mr. Teague. I think if 
we build this year, if we get through in 1957 with 2,000 houses it will 
be a lot and it will be about the slowest year that we have had since the 
war. 

Mr. Harry. Which war is the gentleman talking about ? 
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Mr. Levirr. I am talking about World War II, Mr. Haley. The 
other was a police action. 

The Cuarrman. Mr. Ayres wants to ask you a question. 

Mr. Ayres. I do not want tv pry into your private business, but you 
are testifying as a private builder. If you are going to build 2,000 
houses, where are you getting the financing ? 

Mr. Levitt. I am hoping to get the normal financing. Let me make 
myself plain on the mortgage end of it. There is still some mortgage 
money. 

Mr. Ayres. Are these going to be FHA-financed or V A-financed or 
privately financed ? 

Mr. Levirr. These would be FHA and VA financed and that is what 
Iamherefortoday. There isa very big “if.” 

Mr. Ayres. Can you get VA money now at a discount? 

Mr. Levirr. No. That is the “if.” I would like to finish my state- 
ment, even though it is not prepared. I will not take too long, and 
then you can fire the questions at me. 

I think the situation is very, very simple. I think we have made it 
much too complicated, we the builders, you in the Congress, the bank- 
ing fraternity, and all the rest. It is simply this: There is just so 
much money in the United States to go around, and we want part of 
it and the shipbuilding industry wants part of it and General Motors 
wants part of it and everybody wants part of it, and there is not 
enough to go around. 

There is not enough to go around for us to build a healthy volume of 
houses and for the expansion of building to go on. Since we need 
FHA and VA money, or let’s call it Government insured or guaranteed 
money, we have got to be able to go out and dig for that money on an 
equal footing with General Motors or anybody else, and I, for one, 
while I would like to see, as a very immediate stop gap, a raise in the 
interest rate of VA from 414 to 5 percent, as a very temporary expe- 
dient to get us off the ground now, I would, for one, like to see what I 
call a bit of industrial statesmanship not only on the builders’ part, 
but on the Congress’ part, in taking the bull by the horns and once and 
for all calling a spade a spade, which is this: 

Let’s have flexible interest rates. If money costs 6 percent, do not 
stick our heads in the ground and say, “The mortgage should be 
written at 414 percent and we will pay an 8-point discount and get it.” 

It does not make any sense, because we are paying the 6 anyhow, 
and John Public who is buying the house is paying that 6. We are 
not paying it. You are not paying it. He is paying it, no matter 
what you write into the law. 

I think the State usury laws could take care of it not being too much 
in the beginning. Supply and demand will take care of the leveling 
out process later on. 

I have in mind in 1940 on conventional loans when the Prudential 
Insurance Co. came to us and said, “From now on the rate will be 
41% percent,” down from about 5 or 514 which we were paying then. 
The reason was simple. There was a lot of money and money was 
going begging and they had to reduce the price. 

I do not think that even a flexible interest rate today would bring 
out all the mortgage money that we need. Again, the Congress, in 
its infinite wisdom, has decided that ship loans could be insured 100 
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percent by a branch of the Federal Government, could bear interest 
as high as 534 and 6 percent in certain cases, and very frankly, there 
is no earthly reason under the sun for people like savings banks and 
insurance companies not to make those loans as against making loans 
to us, the builders, at 41% or 5 percent rates, It does not make any sense. 

That is a strong bit of competition that we have today. Perhaps 
if our loans could bear the same interest as these ship loans we might 
get some share of it. That is one item. 

I think that, in addition to having flexible interest rates, once and 
for all we ought to get over, again, the friction of the Government in 
business or not in business, and I am talking about the insurance 
premium of FELA. The VA program has operated quite satisfactorily 
for many years without an insurance premium. 

I see no earthly reason for a branch of the Federal Government 
to be engaged in a very profitable business and where one segment 
of the economy, the butter, pays into this particular branch called 
a Federal Housing Administration a profit which is then disbursed 
into the General Treasury fund of the United States for the benefit of 
all citizens. 

I think it is discriminatory. I think it is unnecessary. I think our 
past experience—and you have twenty-odd years to go back on—shows 
that a one-half of 1 percent premium is completely unnecessary. The 
reason I bring it up at this time is that if you do increase interest 
rates on FHA, you might take off that half-point to make it a little 
more palatable to the homeowner. 

I think this third thing must come into being and must come into 
being very quickly. With all due respect to the chairman, it is his 
bill.. It is what we call, for want of a better word, the Teague bill. 
I think, with the VA program expiring in another year or so, we have 
to make provision to once and for all make first-class citizens of 
everybody, and not first. and second, and I think a bill such as is 
proposed now with very low downpayments insured by one agency 
of the Government will take care of everybody. 

I think it will provide for an expanding housing economy, which 
every economist worth his salt says is in the cards commencing in 
another year or two or three, in 1960. If we do not do it we are goin 
to find ourselves again as we did right after 1945, with everybody ‘nd 
his brother clamoring for houses. 

Nobody had them, and we were building them out of molasses, prac- 
tically, in order to get a roof over their heads and selling them for 
whatever the traffic would bear. I think you will find the same situa- 
tion in 1960 if we do not build up to it gradually and provide the 
various organisms that we need in financing, in credit to the purchaser. 

These young people getting married have good jobs, but they do not 
have money. I know Mr. Martin does not like this statement, but 
these are the facts of life. 

That, gentlemen, is what I came here for today. 

The CuatrMan. Mr. Ayres, do you have questions? 

Mr. Ayres. The precedent has been set, Mr. Levitt, over a period of 
years now that the veteran is to be given a special benefit in regard to 
housing. The interest rate and downpayment have been lower than 
what it would be for the nonveteran. You recommend the Teague bill. 
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IT have a bill similar to that. I agree with you that we should have a 
sound housing program for everyone. 

In your operation what percentage of your homes have been sold 
to veterans ? 

Mr. Levrrr. Until 1949 we did not sell a house to anybody but a 
veteran. After 1949 I would guess that the percentage, roughly, was 
perhaps 70 percent veteran and 30 percent nonveteran. Today it is 
about 55 or 60 percent veteran and 40 percent nonveteran. But I am 
a veteran. I think this domg the veteran a favor has been a curse in 
disguise. 

I think if you will make everybody—again, it is a cliché which I 
have to use—first-class citizens, in the long run, the veteran will benefit. 
I do not think that this half-percent differential is helping him out. 

Our costs are going up because of two agencies—and I have been 
testifying on this now for years—two lines “of processing, and so on, 
and so forth. In the long run, everybody pays for it, including the 
veteran. I do not think he needs any preference any more. I think 
when, at one time or other, there were some 15 million American 
citizens as members of the Armed Forces that that is too big a segment 
to say that they need special privileges. 

We all went to fight in one way or another. I think we ought to 
get rid of the fiction once and for all and treat this as a problem of 
economics. I know that political implications are involved. I have 
been around this town a little too long, but I think, once and for all, 
let’s look at the arithmetic on it and see what happens if we have 
one organization to do business with. 

IT am making no brief for FHA. I do not care whether you call it 
FHA ora central appraising agency, but, once and for all, I think it 
is only a question of time, unless I read the handwr iting ae that 
you are not going to get any more extensions on the present VA bill. 
If we get another, sooner or later it has to go out. 

Mr. Ayres. We have approximately 4 million Korean veterans 
whose benefits will not expire for some 8 ye Now, inasmuch as 
the precedent has been set, the Korean venseu' is ; looking for a better 
deal than the nonveteran because his big brother who was in World 
War IT got the break. 

Mr. Levrrr. Right. I am going to have to leave out the political 
implications for a moment; but if you will recall the conception of 
the GI program right after the war, where he paid no cash down and 
where he got his first year’s interest given back to him on his entitle- 
ment, on the $4,000, it was done on the theory that these boys had been 
away from home and while their neighbors had been in defense plants 
making a lot of money these fellows had been getting $60 or $80 a 
month and could not save money and were entitled to a break. That 
was the conception of it. 

I do not think this holds, by and large, any more because if it does 
and if you are going to be consistent about your 4 million GI Korean 
veterans, why ‘do you not come back and give them 1 year’s free 
interest as you did to their World War IT brothers? Why do you not 
come through with a no-cash-down policy and give them the same? 

Instead of that, you have taken away the first year’s interest. You 
have to put down some sort of cash. payment. You have discrimin- 
ated against them as compared to the World War II veteran so 
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that I say why not go whole hog now and give them a sensible bill 
that applies to them as well as to the rest of mankind and get a hous- 
ing program underway. 

Mr. Ayres. There are 2,000-odd homes that you contemplate build- 
ing. Will it “be necess: iry for you to go into a discount program in 
order to get financing for them ? 

Mr. Levirr. As things stand now, no question about it. 

Mr. Ayres. What percentage do you estimate you have to go into? 

Mr. Levirr. Well, I know the 5-percent FHA mortgages right now, 
as far as we are concerned, are on 3-point discount. 

Mr. Ayres. In the New York area? 

Mr. Levirr. In the Pennsylvania area. The GI money now at 414 
percent is nonexistent. It just doesn’t exist. 

Mr. Ayres. Even with a discount ? 

Mr. Levirr. Let me put it this way: The banks have, I think very 
properly, now said that the discount must be so big that they would 
rather not be a party to it. From a practical standpoint there is no 
GI money at 414 percent. 

Mr. Ayres. Being a reputable builder, you absorb this discount ? 

Mr. Levirr. It is a cost; that is all. We get whatever we can sell 
the house for. We have no apologies to make for the values that we 
give, Mr. Ayres, and if I am supposed to give an oral advertisement 
now, I will be very happy to do so. 

Mr. Ayres. I do not imagine your being here will hurt your sales. 

Mr. Levrrr. The cost of this money is a cost. If we can sell a house 
and still make a profit and include this as a cost, if it will appraise, 
we will sell it for that. If the public will not pay for it, we have 
taken it on the chin and, frankly, too many of us have now taken it 
on the chin. 

I was talking to a builder in San Francisco, inviting him to a cer- 
tain meeting. He said he was sorry he could not attend because he 
was cleaning out his business, getting rid of his 414-percent mortgages 
at a 10- point discount, which, of course, left him in the red, but at least 
he salvaged some of his operation. 

Mr. Ayres. Do you think the appraiser takes into consideration 
when he appraises the house, the discount you are having to pay? Does 
that establish the value of the house in your area ¢ 

Mr. Levirr. I do not think he does. I think in the majority of areas 
he does not take that into consideration and the builder has taken it 
on the chin by and large. 

Mr. Ayres. Then are you saying, in essence, Mr. Levitt, that if 
you have to pay 4 points that that is money that would have been 
profit if you had not paid the 4 points ? 

Mr. Levrrr. That is right, sir. I will be very frank with you. We 
are closing our books now for the year 1956 ‘and we have made no 
operating “profit, none. 

Mr. Ayres. Do you stay in business through volume? 

Mr. Levirr. I said “no operating profit.” We can sustain a loss. 
We are big enough. 

Mr. Ayres. But _ cannot continue that. 

Mr. Levirr. No; we cannot continue. We cannot continue to such 
an extent that, malate this Congress and the various bureaus of the 
Government put some sort of a workable program into effect, I will tell 
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you here and now that 1958 will watch us shut down and wait. We 
will not build at all. 

Mr. Ayres. From your contacts with the lenders, is it your opinion 
that if the interest rate is increased to 5 percent on VA loans there 
will be money available ? 

Mr. Levirr. Some slight amount. I use the word “slight” as a rela- 
tive term. You need that very badly right now to get over this little 
tiny hump. Use measa guinea pig, if you will. Right now if we can 
get this move from 414 to 5 percent, we can do some financing this 
spring, but not all that we will need this year. It will help a very bad 
situation but I am not fooling myself, nor do I want to fool you 
gentlemen. 

A 5 percent rate FHA and VA is no solution to the problem. Why 
should it be if you can get a ship loan at 534 fully guaranteed? Why 
lend to us on a mortgage at 5 percent when it costs a half-point to 
service and collect ? 

Mr. Ayres. Then the two things that you are primarily interested 
in from the builders’ point of view are a flexible interest rate and a 
liberalized Federal housing program for everyone. 

Mr. Levirr. That is right. I want an extension of credit to John 
Doe throughout the United States, No. 1. 

No. 2, I want a flexible interest rate. If lumber costs $100,000, I 
want to bid. If money costs 514 or 6 percent, we do not have a sub- 
stitute. If we have to pay it we want permission to pay it. 

Mr. Ayres. Your past performance, Mr. Levitt, proves that you 
know pretty well what the market is. Personally, I think you have 
done a good job in providing homes. You can only build 2,000 with 
the money market as it is this coming year ¢ 

Mr. Levrrr. That is with my fingers crossed on that 2,000. 

Mr. Ayres. Suppose the Congress followed your recommendation 
and did make money available. How would the market stand in your 
particular area? How many would you want to build? 

Mr. Levirr. We have practically an unlimited market. We could 
build 5,000 a year right now and have it absorbed if we had both these 
points that I mentioned taken care of. 

Mr. Ayres. In other words, the homes are needed. You have the 
people there who want to buy them ? 

Mr. Levirr. The housing market, contrary to everything bein 
bandied about these days—“Is the market saturated”— contrary to al 
that, your market is gradually getting bigger and bigger all the time 
and this is not my statement. ‘This is a statement agreed to by prac- 
tically every economist worth his salt in the United States, and be- 
ginning a couple of years from now we should go on a cycle for at 
least another generation or two of a very, very healthy industry and 
Iam thinking of 2 million housing units per year. 

Mr. Ayres. What is the largest number of housing units you have 
built in any 1 year? 

Mr. Levirr. Almost 6,000. 

Mr. Ayres. Materials and labor would be available in your area and 
with the financing available you could provide 5,000 homes in the 
next year ¢ 

Mr. Levirr. I go along this theory: It is a strange conception I 
have of American democracy and production methods, and I am not 
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doing flag waving. There is no secret to production in the United 
States. That has been proven over and over again. 

I remember that when Mr. Roosevelt came out and said we needed 
50,000 planes everybody laughed. They said, “This is a politician 
talking.” That became a joke, and we built 250,000 planes. There is 
no secret to production. 

If we do not have enough lumber, we have 5 million kinds of sub- 
stitutes to use. The same goes for sheetrock, Every now and then 
we have seasonal periods when things are in short supply, but by and 
large there is no secret to it at all. Wecan get all the material we want. 

We are learning more and more how to use labor and machinery 
and there is very, very little shortage. I know of no shortages of 
labor—and we have been operating in the large metropolitan districts 
of both New York and Philadelphia—and there is no shorteae of labor 
and material. 

There is 1 shortage of 1 commodity. That is the one commodity we 
have no substitute for—money. On that we are in competition. It 
is the one commodity that everybody else in this country uses along 
with us. We want to be placed on an even footing so that we can buy 
it just as easily as they buy it. 

That is when you get all this talk about pegging an interest rate. 
If we peg an interest rate at 514 or 514 percent, you do not think you 
are going to stop General Motors from bidding a quarter or a half 
point over that. As long as you fellows pass legislation guaranteeing 
it at 6 percent to a shipbuilder, where do we come in ? 

That is our problem. It is a problem that is not disposed of by 
glibly talking about FNMA or anything else. It is plain ordinary 
horsesense arithmetic, supply and demand; nothing but that. 

Mr. Ayres. In other words, if you get the money, you will get 
the homes. 

Mr. Levirr. You give us the tools, and we have to have the same 
tools that General Motors has. If you give us that, we will get the 
houses built ; yes. 

The Cuatrman. Are there any questions? Dr. Long? 

Mr. Lone. You are primarily building in cities, are you not? 

Mr. Levirr. Just outside, sir. 

Mr. Lone. Would you be able to tell us what effect your program 
might have on the rural areas in the country ¢ 

Mr. Levtrr. I can see no effect except beneficial. I cannot see how 
in heaven’s name it can do anything but help. These fellows want 
the same thing we want. It may be in lesser volume, but they want 
money. They want credit. I see no reason why it does not apply 
to them equally. 

Mr. Lone. That is all. 

The Cuarrman. Mr. Haley? 

Mr. Harry. Mr. Chairman, I have no questions of the witness, 
but I would just like to make this observation: The gentleman is 
talking business sense, which, of course, we do not have too much 
of up here in the Government. 

The Cuarrman. Thank you, Mr. Levitt. 

Mr. Levirr. Thank you, Mr. Chairman. 

The CuarrmMan. Our next witness will be Mr. Robert F. Scott, of the 
National er of Real Estate Boards, and Mr. John William- 
son, counsel. 
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STATEMENTS OF ROBERT E. SCOTT, NATIONAL ASSOCIATION OF 
REAL ESTATE BOARDS; AND JOHN C. WILLIAMSON, DIRECTOR, 
DIVISION OF GOVERNMENTAL AFFAIRS 








Mr. Scorr. Mr. Chairman and members of the committee, my name 
is Robert E. Scott, of Elizabeth, N. J. I am a real estate broker, 
builder, and mortgage banker. I appear before this committee in 
behalf of the National Association of Real Estate Boards. 

The National Association of Real Estate Boards consists of approxi- 
mately 60,000 realtors in about 1,240 local real estate boards repre- 
senting every State in the Union. Our association is the largest real 
estate organization in the United States. 

With me today is John C. Williamson, director of our division of 
governmental affairs. 

I want first to address my remarks to what we believe to be the major 
question confronting this committee, whether to increase the maximum 
statutory interest rate applicable to the veterans’ program from its 
present 41/,- percent rate to 5 percent. The question is a pressine one 
in view of the relative scarcity of mortgage money for FHA and VA 
financing, and the increase last month in the FHA rate from 414 
to 5 percent. 

We strongly recommend that the committee act favorably on an 
increase in the VA rate to 5 percent as soon as practicable. This we 
believe would contribute to an improvement of the present situation. 
Later in this statement we shall propose a formula which would gov- 
ern the future upward or downward adjustment of these rates in 
accordance with parallel trends in the money market. 

We base our recommendations for an early increase in the VA rate 
to 5 percent on the assumption that it is still the intention of the Con- 
gress that the veterans’ program continue to function until its present 
statutory terminstion dates are reached. Our association shares with 
the members of this committee the grave concern that an increase 
in the interest rate will increase the cost of a home to the veteran. 
We would, therefore, far more prefer to be here urging a decrease in 
the interest rate if the economic situation so warranted. However, 
we face a condition which finds practically every segment of our 
economy except the vital private housing industry surging upward 
and forward. Many veterans as well as nonveterans are being denied 
the advantages of homeownership because they are unable to com- 
pete in the long- term mortgage market with the unprecedented de- 
mands of business for money for capital and plant expansion, and 
with the public demand for consumer financing. Financing for public 
buildings, and ship and tanker construction, and the pressures of 
State and municipal bodies for financing community needs, all add to 
the competitive forces which are freezing out many would-be home- 
owners because they cannot—with a frozen submarket interest rate— 
compete successfully with others for the savings of the American 
people. 

We submit that the present submarket VA interest rate of 414 per- 
cent places the veteran in a poor competitive position and has the same 
effect as though Congress had decreed that the veteran may not pay 
more than 1953 prices for lumber, cement, and the many other com- 
ponents which go into the building of a house. 
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We concede that an increase in the VA rate to 5 percent will not 
completely solve the problem of tight mortgage money for this pro- 
gram. However, to the extent that it will improve the competitive 
position of this program, an increase to 5 percent will fulfill the home- 
ownership aspirations of many veterans. When business demands for 
money begin to level off, perhaps the proposed VA 5-percent loan will 
become a par loan in many parts of the country. We do not exclude 
from our hopes the possibility that the economic situation may be 
such as to justify a return to a lower rate at some later date. But 
these hopes must not detract us from the situation at hand which will 
soon reduce the VA home-loan program to a nullity unless the interest 
rate is adjusted to one more consonant with present economic con- 
ditions. 

If the Congress approves an increase in the VA rate to 5 percent, 
the next step should be the establishment of a formula which would 
permit the administrative adjustment, upward or downward, of VA 
and FHA rates in accordance with parallel trends in the money market. 
Our association proposes such a formula today as we did in 1954 and 
again in 1956 before the Banking and Currency Committees of the 
House and Senate. This formula would direct an administrative 
board, appointed by the President from among the heads of Govern- 
ment agencies concerned to meet from time to time and not less than 
semiannually, to make periodic adjustments of the maximum permissi- 
ble interest rate on FHA and VA loans that will insure and adequate 
flow of mortgage money into these types of loans. However, such rate 
would not exceed by 214 points the average yield, for the 6 months 
immediately preceding such determination, of Government obligations 
having a remaining maturity of 15 or more years. We want to empha- 
size that this formula will provide a maximum rate and not necessarily 
a prevailing rate. A similar formula was recommended by the Presi- 
dent’s Advisory Committee on Housing Policies and Programs in 1953 
and by the administration in 1954. 

I should now like to turn to another facet of the veterans’ home-loan 
program, one to which the chairman has alluded in his sponsorship of 
legislation to broaden the base of the FHA mortgage insurance 
system. 

The question has arisen whether the veterans’ program, now more 
than 10 years after the close of World War IT, still retains the readjust- 
ment aspects which prompted its original enactment. Without enter- 
ing this broader policy area of veterans’ benefits, we do want to under- 
score some of the far-reaching effects of the veterans’ home-loan pro- 
gram which have left an indelible stamp on the Nation’s approach 
to home financing. 

It may be said that the VA program has blazed a path througu which 
the FHA program may now proceed to a greater fulfillment of its 
original objective of bringing the opportunities of homeownership to 
a wider segment of American families. The success of the VA pro- 
gram in bringing homeownership to almost 5 million veterans has 
put to rest for all time the question as to whether it is economically 
feasible and socially desirable for a family to undertake homeowner- 
ship with little or no equity. The VA program has added the words 
“moral equity” to our economic lexicon. Perhaps now, in prepara- 
tion for the termination of the veterans’ program, the Congress should 
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consider the broadening of the base of FHA so that veterans and non- 
veterans alike may itis homeownership under a system of low 
downpayment financing which has been the outstanding characteristic 
of the veterans’ program. Our association endorses such a program 
and we commend the chairman for his sponsorship of legislation which 
sets the tone for this new approach to the FHA mortgage insurance 
system. 

I now turn to proposals made in legislation pending before this 
committee to divert a portion of the national service life insurance: 
trust fund for the purpose of making direct home loans to veterans 
or purchasing VA-guaranteed loans. Our realtors’ Washington com- 
mittee has had this proposal under consideration for the past 2 years 
and recommends against the use of money in this trust fund for such 
purposes. 

The NSLI trust fund is invested in Government obligations. The 
diverting of a portion of this reserve for direct home loans, or for the 
purchase of VA-guaranteed home loans, would require the Treasury 
to borrow the money to replace the withdrawals for this purpose, 
thereby further aggravating the management of the public debt which 
now imposes a more than $7 billion per annum interest charge on the 
American people. 

We also raise the question whether the NSLI trust fund may prop- 
erly be used for this purpose in view of the fact that the $514 billion 
presently in the fund accumulated while the NSLI Act, which consti- 
tutes a contract between the fund and the serviceman or veteran policy- 
holder, specified that the reserves were to be invested in obligations 
guaranteed as to principal and interest by the Government. 

Proposed legislation on this subject apparently contemplates the 
purchase of VA home loans at par, or at least at a price above the 
market. This raises the adidtional question as to whether the Sec- 
retary of the Treasury, acting in a fiduciary capacity, should use trust 
funds for the purchase of mortgages at. prices above market value. 

The Cuatrman. Mr. Scott, as far as the NSLI trust fund is con- 
cerned, suppose that as funds become available they were loaned and 
did not have the problem of dumping any paper that they now have— 
how would you view that? 

Mr. Scorr. We still feel that. it would be an improper use of those 
trust funds. They are trust funds. They are dedicated and were 
supposed to be 100 percent guaranteed. 

e Cuamman. You have given us one reason which is that the 
Treasury would have to dump their present papers. What would 
happen, in answer to the first part of your question, if this money is 
ahailvatty put into the housing and it is not a case of dumping any 
papers ? 

fr. Scorr. Mr. Chairman, as a practical matter, the amount in- 
volved would be so small as to make very little difference. The veter- 
ans’ program requires about $5 billion per year in financing and the 
amount of money coming into this fund would be so small as to.be only 
a fraction of that. It still would not solve the problem. 

The Cuatrman. Of course, my thinking on it was that a billion 
dollars going into rural areas will be quite a shot in the arm as far 
as they are concerned. That is where veterans have not had a chance 
to get homes. Your second thought is that it is unconstitutional. If 





VETERANS’ LOANS 251 


. the Congress can pass a law letting the Secretary of the Treasury use 
it in whatever way he wants, what is to prevent the Congress from 
passing another law? 

Mr. Wi11amMson. We raise a question as to the propriety and not 
as to constitutionality. There is no question as to whether or not it 
would be legal. We just raise the question as to whether the trust 
funds should be used for that purpose after accumulating $514 bil- 
lion under the NSLI Act: 

The CHarrman. Why can Congress not guarantee this fund in 
housing just the same as in any other kind of investment ? 

»Mr. Wixt1amson. You must look to the fiduciary capacity of the 
Treasury. I think it would be a very unfortunate precedent. for a 
Governinent agency to use any trust fund to go into the market to 
buy something at above its market value. I think this use of Gov- 
ernment trust funds would establish a far-reaching precedent, par- 
ticularly when we think of the billions of dollars in the social security 
fund and in other trust funds of the Federal Government. 

The OCuatkMan. That is all, Mr. Scott. 

Mr. Adair. 

Mr. Aparr. Then, as I understand it, gentlemen, your objection to 
the use of these trust funds for purchases in the open market is of 
a legalistic nature. You are having regard, as I think most of us 
would and should, to the general nature of a trust fund, whether it be 
public or private. 

Mr. WitutAmson. That is right. 

Mr. Aparr. You think'that the trust characteristics should be pre- 
served. Is that your point? 

Mr. Witu1amson. That is right and the fact is that, if this trust 
arrangement is changed it will be unprecedented but it will not really 
accomplish a lot because the money is not in being. The Treasury 
would have to go into the market and borrow the $1 billion to replace 
the $1 billion in the fund which would be a far-reaching step but 
actually not create any new money for this program. 

Mr. Apatr. And you may be violating our concepts of the nature of 
trusts. 

Mr. Witu1amson. Because you would be buying something at above 
its market value. 

The CHatmrMan. Mr. Scott. 

Mr. Scorr. Other legislation pending before this committee would 
require that applications for veterans’ direct loans should be enter- 
tained by the Veterans’ Administration without reference to the Vol- 
untary Home Mortgage Credit Program. We sincerely believe that 
approval of such legislation, which would mean the end of the Volun- 
tary Home Mortgage Credit Program, would be a grievous error. The 
success of the veterans’ home loan program in the final analysis must 
be measured by the extent of participation of private enterprise. The 
magnitude of Government expenditures and the public debt precludes 
any possibility of the Congress making aaaall funds available to 
substitute direct loans for the present system of guaranteeing private 
loans. We believe, therefore, that any role of Government which 
encourages private enterprise, without subsidy, to fulfill its objectives 
should be nurtured and encouraged. The VHMCP represents almost 
the ideal in Government-private enterprise cooperation. It has suc- 
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ceeded in bringing about the participation of private enterprise in 
areas where such participation had been almost nonexistent. It has 
brought about a reevaluation of the investment policies of many insti- 
tutional investors—a result which may have far-reaching effects in 
correcting the geographical maldistribution of money for home mort- 
gage purposes. By the end of 1956 the VHMCP had succeeded in 
placing 25,515 loans for veterans who otherwise would have had to 
resort to direct loans from appropriated money, or, in those noneligible 
areas, abandon their home-purchase plans. 

The National Association of Real Estate Boards at its recent con- 
vention applauded the contribution the VHMCP has made to the 
cause of homeownership, and adopted a resolution urging the Con- 
gress to extend the program for an additional 3 years beyond its pres- 
ent. June 30, 1957, termination date. We urge the committee to 
endorse the program rather than impose statutory restrictions which 
would make it unworkable. 

That concludes our statement, Mr. Chairman. 

The Cuamman. Mr. Scott, I certainly agree with you that 
VHMCP could represent the ideal in a Government-private enter- 
prise corporation but I do not agree with you that it does. The basis 
for my opinion is the replies we get from loan guaranty officers. I 
think the VHMCP has done a good job, but I think they could do 
much better through cooperation with VA in using the direct loan 
money. I do not think they have to be a factor to prevent the use of 
direct loan money because there are many areas where they do not go. 

Mr. Scorr, Mr. Chairman, may I say that I think direct money 
has not been used because many of these applications are not reliable. 


The CHatrman. Mr. Stone says, “You keep quiet about. your direct 


loan money,” and they have done everything they possibly could to 


squelch the direct loan people. That is why I introduce a bill to try 
to force them to use the money they have with VHMCP. I think the 
VA has done a poor job there. They have not gone through the prom- 
ises of processing the applications to where they know what happened 
in processing the loan. 

Mr. Scorr. Mr. Chairman, if we are contemplating that the direct 
loan program would be a substitute for the present system of private 
investment of funds, we are talking about a $5 billion a year program. 

The Cuarrman. Well, it does not have to be a complete one, Mr. 
Seott. You can still go ahead and use what you have. 

Mr. Scorr. Except, of course, that it is quite limited. TI believe 
they have something under $300 million available for that purpose, 

The Cuarrman. I have forgotten the figure, but 35,000 or 40,000 
veterans could get homes, which is quite a number in my book. 

Mr. Scorr. Of course, in proportion to the 500,000 veterans’ loans 
closed each year it is still a small percentage. I do not think that is 
the full answer. 

The Cuatrman. I wish we had about a dozen in my district. It 
would help a lot. 

Mr. Scorr. Our idea is that an increase in the interest. rate would 
make money available where not available before because geographic 
considerations are a major factor. Originators cannot profitably 
originate a loan at considerable distance from their offices or ade- 
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quately and properly service those loansat great distances. In many 
States we find diars are not mortgage companies located close to the 
scene of applications. If the applicant is 75 or 150, miles away it is 
hardly profitable for a servicing agentto service that loan at a half 
of 1 percent. 

The Cuairman. What is the answer to a veteran in that small 
town where there is only a house or two available? He applies for a 
joan and it is kicked back and forth between direct loan and VHMCP 
for 3 months and the house is no longer available and he gets another 
house and goes through the same procedure again. What is the 
answer to that problem ¢ 

Mr. Scorr. I think that that veteran would be perfectly willmg 
to pay an extra $2 or $3 a month in carrying charges to get a veterans’ 
guaranteed loan, I do not think he would object to that at all, be- 
cause there are so many other benefits, and would prefer this to an 
FHA or conventional loan with the heavier downpayments and higher 
carrying charges. 

The Crairman. It is nothing but good business for the lending 
company to lend money in the big city where they are located, but I 
do not think our rural people should pay a penalty for not living in 
the big cities. 

Mr. Scorr. We have people in the big cities paying higher interest 
rates because of the absence of VA and FHA loans in certain areas 
of the cities and they are forced to conventional loans. If the interest 
rate were flexible, VA and FHA loans would be available for those 
people. I am thinking of minority groups, older houses, borderline 
situations, and so forth in the cities. It is not limited to rural areas. 
We have the same problems in the cities. 

The Cuarrman. I think there is no question that you will admit 
that the veterans in the rural areas and small towns have not been able 
to get loans. 

Mr. Scorr. That is not true in New Jersey. 

The Cuamman. New Jersey is quite different from a lot of other 
areas. 

Mr. Scorr. We find that the county in New Jersey that has used the 
greatest percentage of GI loans is Bergen County, which is not an 
urban area. 

The Cuarrman. Of course, New Jersey and New York and Penn- 
sylvania and all that area are quite different from the majority of the 
country. 

Mr. Scorr. In Ocean County, which is one of our most rural coun- 
ties, 53 percent of the eligible veterans used their rights; in Gloucester 
County 41.9, which is above the average. 

The Cuarrman. Let us drop to Leon County in Texas, where 2.9 
percent got loans, and Limestone County with 5.5 and Freestone Coun- 
ty where 4 percent got loans. 

Mr. Scorr. I think that probably comes back to the problem of the 
geographic distances. I am not familiar with the State of Texas nor 
those counties but I imagine that they are rural in character and that 
the applicants that would be applicants in those areas would be a con- 
siderable distance from the nearest lending source and it just would 
not be profitable at 44% percent less one-half of 1 percent external 
servicing and a quarter of 1 percent internal servicing, which means 
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334 percent net effective interest to the lender. It just is not profitable 
for him and it is not profitable for the originator. That is the reason 
for the absence of money. 

The Cuarrman. Mrs. Dwyer. 

Mrs. Dwyer. I would like to ask Mr. Scott a question. Do you 
believe that veterans would resent paying this increased cost from 
41% to 5 percent ? 

Mr. Scorr. No, I don’t. I know from my own experience as a 
broker that we have literally hundreds of veterans coming to our office 
desirous, anxious, ready, willing, and able to buy, and we have to tell 
them that we just do not have GI mortgage money for them. In 
talking to brokers throughout the country we find their experience to 
be identical. There is no dearth of buyers. I agree with Mr. Levitt 
that we have not even scratched the surface. As a matter of fact, 
the statistics show that the percentage of vacancies in new houses is 
almost the same today as it was 7 years ago. According to Housing 
and Construction Reports, the United States Department of Com- 
merce, the latest issue, the percentage of vacancies in new houses in 
April of 1950 was one-half of 1 percent. In the third quarter of 1956 
is was six-tenths of 1 percent, practically no change in 7 years, despite 
the volume of building and the great volume of sales of existing con- 
struction, so we know from our own experience and from statistics 
that there are buyers. There are buyers who are being denied the 
advantages and opportunities of homeownership through lack of 
money which is being channeled into other forms of investment at 
higher interest rates. 

Mrs. Dwyer. To get back to veterans, particularly, Mr. Scott, how 
many requests are you receiving in the State of New Jersey, would you 
say, from veterans for the purpose of homes on VA financing terms. 
Could you give a percentage ? 

Mr. Scorr. I cannot give an exact number, but I can tell you asa 
mortgage banker that we used to process about 700 or 800 veterans’ 
guaranteed loans a year. We are not processing any right now. 

Mrs. Dwyer. Sir, I have made a survey of many of the real-estate 
people in my own county and they say that the increase would help but 
it is not the answer to the problem at all. What guaranty would we 
have that this program would really help the veterans? 

Mr. Scorr. Well, it would depend on the extent of the increase. We 
admit that 5 percent is not the total answer. This would simply bring 
VA loans up to parity with FHA loans and therefore make them more 
competitive with FHA loans, but 5 percent would not be an effective 
rate on all types of property in all sections of the country at all times. 
We believe in the flexible interest rate, something that would vary 
in accordance with the dictates of the market. We do not believe that 
any arbitrarily fixed rate is going to be effective at all times all over 
the country. What might be effective in Boston would not be effective 
in New York and what might be effective in New York would not be 
effective in Texas because of the prevailing price of money in those 
areas. We cannot ignore the economic facts of life. So far as other 
forms of investment are concerned, they have outstripped the yield 
on Veterans’ Administration loans and even FHA loans at 5 percent. 
There is no question that an increase to 5 percent would be imme- 
diately beneficial and would channel more money into Veterans’ Ad- 
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ministration loans but it would not solve the problem for everyone all 
over the country. Only a flexible interest rate will do that, in our opin- 
ion. * 

Mrs. Dwyer. Mr. Scott, if an increase was made and it did not 
work out, how would this affect the veterans’ position then ? 

We have to be sure, do we not, that this will help the veterans? 
What guaranty have we of any kind that this will help the veterans’ 
program ¢ 

Mr. Scorr. Well, the veteran has a guaranty right now that he 
cannot buy a house on Veterans’ Administration terms, and he would 
certainly be in a far better comparative position. I cannot guaran- 
tee, nor can anyone, that there would be money available for every 
single mortgage. There is not money available for every conventional 
mortgage because of the quality of the security, the credit of the buyer 
and other factors, but certainly an increase in the interest rate would 
benefit thousands and thousands of veterans. 

Mrs. Dwyer. Thank you, Mr. Scott. : 

Mr. Chairman, this gentleman is from my State and I do believe he 
knows the State’s problems as concerns real estate and homes. 

Mr. Scorr. Thank you, Mrs. Dwyer. 

The Cuatrman. Mr. Sisk? 

Mr. Sisk. I have just one question. Witness after witness, over 
a period of the last week or 2 have come here and said, “Yes; give us an 
increase to 5 percent,” and in every case they have said, “But that is 
not the answer to the problem,” or “That is only a partial answer,” 
without going on and defining what that partial answer is. 

Do you mean by this to say, “Gentlemen, if you would give us 6 per- 
cent that would just cure the whole thing and everything would be 
rosy”? Is that not what you mean, that 5 percent would not be the 
answer because that is not quite high enough? 

Mr. Scorr. Five percent will not be high enough in those areas where 
other forms of investment are yielding 514, 534, and 6 percent. The 
people who lend this money have an obligation to their policyholders, 
shareholders, and stockholders to loan their money at the highest yield 
consistent with prudent lending, with safety and security. Many of 
their policyholders or stockholders and shareholders are veterans and 
must themselves have their rights protected. We cannot conceive that 
there will ever be a time when you will be able to develop a formula 
that will positively guarantee money on every type of property in 
every section of the country, but certainly a 444-percent rate is not 
an effective rate. We believe that a 5-percent rate would be a far 
more effective rate as a temporary measure to help to phase out this 
program. We think that, long range, the answer to it is a liberaliza- 
tion of the FHA downpayment and a flexible interest rate on FHA- 
insured loans so that the benefits of homeownership may be made avail- 
able to all Americans, not only veterans. 

Mr. Wixxramson. Mr. Sisk, I think we ought to equate the VA 
guaranty with a certain point in the interest-rate structure. Is the 
guaranty worth a half point or three-quarters of a point? When 
you determine what it is worth to the institutional investor to have a 


A guaranty, then it has to be equated to all other rates in the 
structure. 
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Mr. Stsx. That brings me right back to what I planned for the next 
question. I am just wondering what the Government guaranted loan, 

the insured loan, means to the financing industry, if you will permit 

me to call it that, in this country. Just what value does it have? 

Would you gentlemen recommend that we eliminate any type of Gov- 

ernment insuring of loans? 

Mr. Scorr. No; we would not. 

Mr. Sisk. Going back 20 years or back of any insured program? 

Mr. Scorr. No. 

Mr. Sisk. Are the lending institutions interested in going back and 
getting the Government completely out of insuring loans? 

Mr. Scorr. We think that the FHA insurance program was soundly 
conceived. It is operating satisfactorily. It has made the benefits 
of homeownership available to hundreds of thousands of Americans 
that would have been unable to buy under any other arrangement, 
and this completely without expense to the taxpayers. 

Mr. Sisk. That is right, and I agree with that. As I understand 
the philosophy in the inception of a Government-insured loan, it was 
to make it possible first for the homeowner or the citizen who desired 
a home to own a home; secondly, to encourage lending institutions to 
make money available, to make it possible to encourage them to make 
the loan and, I think, as a matter of philosophy, that it has been a 
wonderful program but I feel that that has had a lot of value to the 
lending institutions as well as to the potential home buyer and I am 
wondering now if what the lending institutions in this country desire 
is to go back to being permitted to charge the same rates of interest 
they charged prior to insured loans. I think they are discounting the 
value of what we are doing when we are guaranteeing you as a lender 
that you cannot lose anything. 

Mr. Scorr. You are absolutely right and there is a disparity between 
the interest-rate charge on FHA loans and conventional loans. Tradi- 
tionally, lenders have been willing to accept one-fourth to one-half 
percent less interest on a guaranteed or insured loan than on a con- 
ventional loan, but this points up the problem that at the present time 
lenders are able to get 514 and 6 percent on conventional loans. They 
can hardly be expected to make VA loans at 4% percent where the 
discrepancy is between 1 and one-half percent. The guaranty is not 
worth 1 to 114 percent. It has never been worth over one-half of 1 
percent at any time in the history of FHA insurance. 

Mr. CuristopHeER (presidmg). We thank you for your presentation, 
sir. 

The bell has already rung. 

‘he committee will now stand adjourned to 10 o’clock tomorrow 
morning. 

(Whereupon, at 11: 45 a. m., the committee recessed to reconvene at 


10 a. m., on Friday, February 1, 1957.) 








INTEREST RATES ON VETERANS’ ADMINISTRATION 
GUARANTEED AND DIRECT LOANS—USE OF NA- 
TIONAL SERVICE LIFE INSURANCE TRUST FOR 
LOANS—DISCOUNT PRACTICES~—OPERATIONS OF 
VHMCP 


FRIDAY, FEBRUARY 1, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 


The committee met at 10 a. m., pursuant to recess, in room 356, 
Old House Office Building, Hon. Olin E. Teague (chairman) pre- 
siding. 

The Cuarrman. The committee will come to order. 

Our first witness this morning will be Mr. Wright Patman, from 
the great State of Texas. 

Mr. Patman. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Parman. Thank you, Mr. Chairman. 

I am certainly glad to be back before this fine and important com- 
mittee. My first service in Congress 28 years ago was on the Veterans’ 
Affairs Committee and I am proud of the work that we accomplished. 
It is a very important committee. I do not know of one that is more 
important in our Congress today. 

I certainly congratulate you gentlemen on continuing to serve and 
be of service to the country and to the veterans by serving on this 
very important committee. 

I want to thank you for this opportunity to testify in behalf of my 
proposal to aid prospective GI home purchasers to obtain mortgage 
financing for moderate-priced housing at reasonable financing costs. 

At a time when giant corporations are getting all the capital they 
need at low interest rates to finance a record volume of industrial 
expansion, Korean veterans and their families find it virtually im- 
possible to finance the purchase of a moderate-priced home. 

At the same time we are committing $1 billion of our credit into 
this tanker program. 

The number of homes started under the GI loan program has been 
cut 31 percent below a year ago level. 

Home builders predict that lack of financing and stiffer GI buying 
terms may cut 1957 home production a further 10 to 25 percent. 

The credit policies of the past 4 years have produced: 
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1. A persistent trend toward ever higher interest rates on home 
mortgages along with increasingly restrictive mortgage terms for 
GI’s. 

2. A vicious mortgage discount practice that has spread all over the 
Nation. 

The Cuarrman. May I ask you a question there? 

Mr. Parman. Yes, sir. 

The Cuarrman. Who is responsible for those credit policies? 

Mr. Parman. If I do not cover it I shall be very glad to try to an- 
swerit. Ithink I will cover it. 

The Cuarmman. Would you rather sit down? 

Mr. Patrman. I prefer to stand. This is a matter of great im- 
portance to me. I carefully prepared this statement and want to pre- 
sent it to you in the best way that I can. 

3. Outright refusal to make GI home loans in many parts of the 
country. 

4. A sharp decline in new home construction concentrated almost 
entirely in the price range suitable for moderate income GI families. 

The time has come to reverse these policies. 

H. R, 21 is designed to do that. That is the bill I introduced, Mr. 
Chairman. 

Under my proposal, the Secretary of the Treasury is authorized and 
directed to invest up to 25 percent of the national service life insurance 
premium reserves in VA-guaranteed GI home mortgages at their par 
value. This will channel over $1 billion of funds into the GI housing 
market to support GI mortgages at their present 414 percent ceilin 
interest rate. An additional $2 billion of special assistance FNM 
funds are also authorized for such purchases if necessary. Thus a 
total of more than $3 billion is authorized to be made available for 
direct support of the GI mortgage market at the 414 percent rate. 
Let me stress that there is no risk involved for my proposal provides 
that any GI mortgage acquired by the NSLI fund that defaults shall 
be immediately purchased by the Administrator of Veterans’ Affairs. 

In passing, [ might point out that H. R. 21 would make NSLI funds 
available for the purchase of GI mortgages in all areas of the country. 
In this respect, it differs from other bills, which are directed toward 
providing aid only to veterans in rural areas. Admittedly, the GI's 
in rural areas have had the most difficulty in obtaining mortgage 
financing, and I would certainly have no objection to a provision 
directing the Secretary of the Treasury to give priority to rural areas 
in channeling NSLI funds into GI mortgages. 

H. R. 21 also has this additional attraction. It would put to veterans’ 
use the funds contributed by veterans and it would increase the earn- 
ings of the NSLI fund. Thus, veterans, who contributed to the fund, 
could benefit either in the form of higher dividends of lower premiums. 

Another provision of H. R. 21 is directed at the scandalous and 
exorbitant discounts imposed by lenders in connection with the finane- 
ing of home construction and home purchases under the VA guar- 
anteed program. 

Our great Government is being accused of being in a racket. Good 
citizens of our country in letters to me often make this statement or 
a similar one in connection with the big discounts that are being 
required of them in order to sell a home or to buy a home. 
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One letter from a supplier of home-building materials stated: 


I think it is a shame what is happening and the way it is being manipulated 
by the big finance companies demanding outrageous discounts on these type 
loans. We closed a VA loan the other day and it cost the veteran and ourselves 
on a $10,900 loan around $750. 

It is being said that there is tight money, et cetera, but I call it “blood money,” 
if you will give the big discounts there is plenty of money available for the 
paper. I feel like the lumbermen— 


and he is a lumberman— 


are all being used to steal from the veteran and give it to the finance companies. 
I noticed what you have to say the other day in the paper about straightening 
this deal out, and I think it is a good approach to it. We do not object to there 
being a 5 percent interest charge, but we certainly do object to being made to 
make the veteran sign a note for par value and then FNMA, itself, buy that 
piece of paper if they get a big discount—anywhere from 4 percent to 7 percent. 
It makes a lot of us feel like our Government, itself, is in a racket; and we think 
that this matter should have something done about it immediately. 

I think the whole thing could be straightened out in 48 hours, if you make 
money available to (NMA at par value for VA and FHA, then let private capital 
handle it if they desire to; and I am sure in just a short time private capital 
will buy at par. 

I wish to let you know that we lumbermen appreciate the effort you are put- 
ting forth to get the matter straightened out, but it does need something done 
about it immediately as we are practically frozen at this time. 


I have another letter from one of my own constituents in Texarkana, 
Tex. These letters I am quoting from are cases in which the Govern- 
ment is accused of being in a racket and they are presenting some 
pretty strong proof in that direction and it involves every one of us. 
It involves me. It involves the chairman. It involves us all. 
Quoting : 


I am writing regarding the GI home loan which you said you were going to 
bring up in Congress. 

We have sold our home and the buyer has been trying to get a GI loan. That 
is, we have everything completed, but the investor that is buying the papers 
wants us to discount our papers 8 percent and we think that is outrageous. 

Could you please advise us concerning this bill? When are you going to bring 
this bill and do you think it will pass? Also, how long do you think it will be 
before it will be in effect? 

Mr. Patman, we would appreciate it very much if you could let us know about 
this matter as soon as possible. Thank you. 


Another letter from Houston, Tex., is from a man who works for 
the Houston Chronicle, one of the greatest newspapers in all Texas. 
Here is what he starts off by saying: 


I am pretty doggone sore. You see, early last November I had an opportunity 
to buy a house here in Houston that I liked, at a price I liked, under an FHA 
4% percent loan. 

I accepted the deal. So did the owner. And I duly applied for the 414 percent 
FHA loan through the mortgage company that had got the commitment from 
the FHA and was willing to make the loan, provided I could qualify. 

All this was before the interest rate was raised to 5 percent. 

While my application was in the mill, the FHA told the mortgage company 
it could sock me for even more interest than it had asked for in the first place. 

I hope I’m making this kinda clear: Seller, buyer, mortgage company, agent, 
even FHA, had all agreed on 4% percent, and application was made before the 
rate was changed on December 4. Yet when my loan was finally approved, 
somebody had arbitrarily authorized the moneylenders to knife me for an extra 
pound of flesh—ex post facto! 

At least that’s what the mortgage company says my Government has done 
tome. And they’re probably right ; aren’t they? 
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Authority to control discounts existed in the Housing Act of 1950, 
This answers your earlier question, Mr. Chairman. 
y q ’ 

But this administration and the Republican 83d Congress succeeded 
im removing that protection from the Housing Act of 1954. 

The CHamMan. Right there, Mr. Patman, what about the bills 
we passed to let the money go into plant expansion and into building 
ships? 

Mr. Parman. The tanker interest rates are higher. 

The Cuarrman. But they are Government guaranteed. 

Mr, Parman. I know they are, just like this. 

I tried hard to keep that protection in there. When the admin- 
istration bill, H: R. 7839, reached the floor, I offered an amendment 
striking title 1I—and the chairman of this committee, the American 
Legion, and all the veterans’ organizations were behind us—which 
not only gave a broad grant of authority to the President to vary terms 
and rates on VA mortgages but also repealed the VA’s authority to 
prohibit discounts on VA-guaranteed mortgages. ‘The House over- 
whelmingly approved my amendment, thereby ‘restoring the VA’s au- 
thority to control discounts. 

When the bill went to the Senate, however, the administration per- 
suaded the Members that the authority to limit discounts was no 
longer needed, since the credit situation had been eased. Moreover, 
it was asserted the 1953 interest-rate increase had made CA mortgages 
competitive with other long-term investments. 

A Senate amendment to H. R. 7839, adopted June 3, 1954, restored 
the repealer of section 504, which my amendment had deleted from 
the House bill. 

In the ensuing conference, I was necessarily absent because I was 
engaged in a primary contest. The House conferees agreed to the 
Senate repealer of section 504, but the managers on the part of the 
House conferees made the following strong statement on the matter: 

The Senate amendment added to the House bill a provision repealing section 
504 of the Housing Act of 1950, which directed the Federal Housing Commis- 
sioner and the Administrator of Veterans’ Affairs to limit and control the fees 
and charges imposed by lenders upon builders and purchasers in connection with 
mortgages and home loans. A similar provision in the House bill was eliminated 
when title II of the reported bill (relating primarily to mortgage interest rates 
and terms) was stricken out on the floor of the House. Section 504 of the 
Housing Act of 1950 is no longer needed, since adequate authority for the 
control of these fees and charges is otherwise available. The conference sub- 
stitute includes the provision added by the Senate amendment. This is intended 
in no way to remove any proteciion afforded to veterans and other purchasers 
against excessive fees and charges in connection with VA and FHA home loans. 
The VA and FHA will continue to have adequate authority under other pro- 
visions of law to control fees and charges paid by purchasers in connection with 
the initiation of such loans and the disbursement of loan proceeds, and it is 
the intention of the committee of conference that those agencies will continue 
to exercise their authority to protect veterans and other purchasers against 
excessive fees and charges (Rept. No. 2271, dated July 17, 1954). 

In other words, the House agreed to the repeal of section 504 be- 
cause its conferees were led to believe that the practice of discounts. 
would be controlled and that there was adequate authority on the 
part of the VA and FHA to do so without section 504. 

If I had been there I would probably have been persuaded by the 
same argument. I am not blaming the conferees. I am just stating 
the facts but the conferees were pressured into leaving that repealer 
in there. 
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And in an interpretation of the Housing Act of 1954, put out by the 
Housing and Home Finance Agency, Detailed Summary of the Hous- 
ing Act of 1954, at page 16, the following appears : 


CONTROL OF LENDERS’ CHARGES AND FEES 


Section 504 of the Housing Act of 1956, which directed the Federal Housing 
Commission and the Veterans’ Administrator to limit and control the fees and 
charges imposed by lenders upon the builders and purchasers in connection with 
mortgages and home loans, is repealed. This provision is no longer needed, and 
adequate authority for the control of those fees and charges is otherwise 


available. 

That is what the Housing and Home Financing Agency sent out all 
over the country immediately after that. No longer are these dis- 

counts controlled or regulated in any way. 

Within a year after section 504 Was repealed, the practice of dis- 
counting was revived and in 1955 with the renewed hard-money, high- 
interest rate drive, it reached scandalous proportions. 

On November 6, 1955, I called the attention of the administration’s 
housing officials to discounts as high as 9 percent, being charged on 
GI home loans, and a widespread practice of 5 points being charged 
in many sections of the country. | suggested that the FHA and VA 
issue regulations setting a maximum permissible discount fee pending 
a more satisfactory solution for handling the problem of channeling 
more funds into the home-building industry. 

No action was taken by VA or “FHA to police the discount abuses 
despite the assurances given in 1954 to the Congress that adequate 
authority existed and despite the strong language in the report of the 
managers on behalf of the House conferees that their action was in no 
way intended to remove protection afforded to veterans and other 
purchasers against excessive fees and charges in connection with GI 

and FHA home loans. 

Because the administration acquiesced in these exorbitant discounts, 
lenders were encouraged and emboldened to demand higher ceiling 
interest rates on VA home mortgages. 

That is why we are confronted with the problem that we now face 
regarding the financing of home construction under the VA-guar- 
anteed home mortgage program. 

The record of this administration’s handling of the financing of 
home mortgages underwritten by the Government is one of imposing 
ever- -higher interest costs on the home builder and hard-pressed home 
pure haser and diverting the money into the profits of the banks and 
other institutional lenders. 

It is time to call a halt to this policy before the home-building in- 
dustry is strangled. 

If we do not act affirmatively now, the needless interest-boosting 
spiral will continue with one rate increase leading to still another and 
sooner or later the average GI’s family will not be able to meet the 
high monthly payments on a home. 

Instead of pr icing more families out of the housing market, by 
raising financing ¢ ‘har ges, there is an urgent need to lower the finane- 
ing ¢ osts of housing so that families of modest means can afford decent 
shelter without h iving to curtail their essential food, clothing, and 
medical outlays. 
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The No. 1 need of the home-building industry is reasonably priced 
mortgage credit. Congress must make certain that credit is forth- 
coming. It is the duty of Congress, Mr. Chairman. We cannot escape 
it as Members of Congress. Every hard money statement that goes 
out from the Federal Reserve Board is a statement from every one of 
you and from me. That is a responsibility of this Congress. We can- 
not escape it and when they refer to Uncle Sam as being in a racket 
they are referring to us. They are just being nice and just not calling 
us by name. 

Without a supply of such credit, the home-building industry cannot 
undertake the volume production essential to provide GI’s and their 
families with decent housing within the means of their modest incomes. 

Legislation authorizing the use of NSLI funds to purchase GI 
mortgages at par will not only put a brake on the interest spiral but 
it will also help curb the scandalous discount practice. 

The VA guaranteed GI mortgage is a safe investment and 414 
percent is a reasonable return on a Government-backed investment. 

If we stand firm and hold the line, I am confident that private inves- 
tors will adapt themselves to the 414 percent rate and we will find 
before long an ample flow of private funds into the GI housing market. 

Now then, Mr. Chairman, I want to be perfectly frank with you. If 
we cannot get money for 414 percent for the GI’s and 5 percent would 

et it, I would not quibble over the one-half percent although I think 
it is scandalous and terrible and unnecessary. However, you will not 
get any more money at 5 percent than you will at 414 percent. 

Testimony before your committee has disclosed that the going rate 
while you are considering this has gone up beyond 5 percent so that 
this is an escalator deal in which they are engaged. They are raising 
one and then raising the other. I, too, think it is scandalous for a 
Government agency tc use Government credit to force discounts on 
Government-guaranteed mortgages for veterans or others. It is just 
like robbing a bank in broad daylight. It is worse than that to the 
veterans of our country. We are not only condoning but encouraging 
usury of the most scandalous type, the type that is most hurtful to 
our economy. Purchasing power is the basis of prosperity and you 
are taking purchasing power away from these veterans and others 
and diverting it to money lenders for usurious interest. It is not in 
the interest of the Nation. 

I think this high interest policy is a relic of the dark ages and should 
be stopped. It is terrible. If you call the bankers’ bluff on this 414 
percent you will stop it at 414 percent. If they say 5, ask them if 
they will furnish money at 5. They wil) give you no assurance any 
more than they will for 414 percent, so why raise it to 5? 

Yesterday the Secretary of the Treasury, Mr. Humphrey announced 
that they were raising the interest rate on some short-term notes that 
are due soon to 314 percent interest. That has the effect of boosting 
the rates on mortgages to 6 percent. We used to have a 11% percent 
spread on mortgage money. From 21% to 4 percent was the spread 
that the bankers and the financiers were willing to accept. They said 
it was satisfactory, it was reasonable. Then they got the spread up 
to 214 percent and said, “We have to have that because of the increased 
cost of operating.” 

If you pay 314 percent on Government issues, that means 6 percent 
mortgage financing, so that Mr. Humphrey yesterday fixed the going 
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mortgage rate at 6 percent. He has already gone 1 percent above the 
5 percent before you can get this bill reported out. And by the time 
you get it passed, regardless of the kind of bill you report, you will 
not have money available because they will just keep on making 
it higher and higher. I think you ought to call their bluff. 

The Congress will be accused of abdicating its authority if we do 
not do something about this because it is the authority and duty and 
responsibility of Congress. 

I want to mention one thing about veterans. I was here in a period 
when the atmosphere was charged with the logical argument that in 
the event of another war money should be drafted the same as men. 
Of course, it was carried to the ridiculous extreme. We know that 
and you know how it could be so carried from an emotional stand- 
point. Emotion prevailed rather than logic and reason. 

At the same time, a lot of people gave it serious thought. In the 
event we have another war and men will have to sacrifice, they said, let 
us compel people who furnish the money to furnish it at a sacrifice too. 

When we went into World War II we had that feeling, “We are 
going to have the men sacrifice but we are going to get this money at a 
low rate, 214 percent.” We did that. For 1414 years the Govern- 
ment rate was maintained at 214 percent, and Government bonds sup- 
ported at par. You could always get your money out of them. Then 
in 1953 a change commenced and they got the rate up. Now where 
do we find ourselves? The veterans, their widows, their children, 
hospitals, medical care, insurance, and everything that the Govern- 
ment is spending for veterans’ programs for fiscal 1957 will be less 
than $5 billion. To be exact, I think it is about $4,800 million. 

The people who originally furnished that money at a cheap rate of 
214 percent are making a sacrifice too. Now this $275 billion debt 
represents the cost of two wars. That is money we borrowed to fight 
those wars. The people who have acquired that debt since 1953 have 
been getting increases faster than the veterans and today the amount 
we are paying for interest on that debt has gone up, up, up, until it 
is 50 percent more than the amount that is paid to all veterans for all 
purposes. As long as that prevails, you cannot say that the veterans 
programs are doing so much toward injuring the country. They are 
not. Who is injuring the country? It is up to you to decide. 

When the premiums come into the national service life insurance 
fund Mr. Humphrey just puts an I O U in the fund box for 3 percent— 
that is all this fund is getting, although the going interest rate is 
higher than that. This bill would permit the use of that fund or 
part of it for the purchase of VA-guaranteed mortgages where they 
will make more than 3 percent. 

Back during the time when Mr. Mellon was Secretary of the Treas- 
ury and the adjusted compensation certificates were outstanding and 
the Congress was paying $112 million a year on a retirement fund to 
retire those certificates in a certain length of time, Mr. Mellon com- 
menced the policy of using those funds for general purposes. Every 
time he got that $112 million he put an TOU in that box. That is 
what they are doing now on that national service life insurance fund. 
I think we should use it to the best advantage for the veterans and 
for the country. I hope that the committee gives serious consideration 
to the passage of this bill. 
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I have one more letter, Mr. Chairman. This is from Colling- 
dale, Pa.: 

May I suggest the following as a fit subject for examination. When the Federal 
Reserve Board and the home-loan banks take steps which result in limiting the 
supply of money and credit, why are they not required to place controls on the 
fees which their members may charge for lending this money to the public? 
Certainly if we had a severe shortage of any other article such as rubber, sugar, 
or lumber, the Government would immediately improvise controls to protect the 
publie from gouging. Yet there is evidently no limit to the charges banks may 
impose upon those in need of mortgage money even though the Government 
itself is responsible for that item being in short supply. It is not uncommon 
for those wishing to obtain mortgage money in this area to have to pay a 6- to 
10-percent fee and last week I heard of a case where, for a VA mortgage in a 
changing section of Philadelphia, the borrower had to pay 20 percent— 


right here in Philadelphia— 
To my mind this is nothing but a legalized black market. 


I cannot argue with him and you cannot either. About whom is he 
talking? He is talking about you and me. He is talking about the 
Congress. It is the responsibility of Congress. 

I appreciate the consideration you gentlemen are giving to this 
very important subject. It isa matter of greatest importance. bebe 
you: 

The Cuatrman. Are there any questions? 

Mr. Ayres? 

Mr. Ayres. Mr. Patman, you seem to place the blame in this situ- 
ation on the administration in power: is that right? 

Mr. Parman. Well, part of it; yes, sir. The main responsibility 
is you and me and the rest of us. 

Mr. Ayres. Can we take credit for the high employment and the 
highest gross national product in the history ‘of our country which is 
perhaps absorbing a lot of this money which would go into mortgages 
if our economy were not expanding? 

Mr. Parman. You inherited it that way. Unfortunately we did 
not when we came back into power in 1933. You had a good running 
organization. It was all set up for you. All you had to do was 
keep it on the road. 

Mr. Ayres. Then what would you suggest, since you seem to think 
it is the Congress’ responsibility? Will the passing of your bill cor- 
rect all these evils? 

Mr. Patman. It will not correct them all but it will be a good start. 

Mr. Ayres. In your judgment, based on your past experience on the 
Financ Committee in the Congress which handled that phase of our 
economy in the way of legislation, you do not think that increasing 
the interest rate to 5 percent is going to provide more money ? 

Mr. Patman. Not unless you make the nioney available yourself. 
Not unless the Congress makes it available. You will not get it from 
private lenders. The insurance people so testified before your com- 
mittee the other day. They said that the going rate is much above 
5 percent. They are saying that even before you get to 5 percent. 

Mr. Ayers. That is all. 

The Cuarrman. Are there any further questions ? 

Mr. Boyxtn. I want to say to Congressman Wright Patman of 
Texas that I think it is a great statement. 
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I think the things happening to our veterans are a tragedy. I had 
breakfast this morning with Dr. Henry Grube, our minister from 
Mobile. We had with us a young lawyer's wife. 

Her father was wounded in World War I and is dead. He happened 
to be my brother. Her husband is a young lawyer, doing very well. 
When they wanted to get a loan in Mobile, Ala., they wanted a bonus 
of 10 percent and then could not get it. I am going to be glad to try 
to let her have it. There is no way a veteran can be in business and 
pay those rates. 

There is a lot to what you say and I think this committee is gomg 
to do something about it. We had a wonderful man here yesterday 
who said he did not think 5 percent would do it. I think they want 
the rates to be left wide open. I really think that is what they want. 
Does it look that way to you, Mr. Chairman / 

These veterans cannot get a guaranteed loan by this Government 
when we are giving foreigners, people that we saved and people that 
hate us, so much money. These veterans really saved those people 
and saved us, too. We would not have a United States now if it had 
not been for these veterans. 

I believe this committee is going to do something, Congressman 
Patman. I think you have made a great statement which will be very 
helpful to us. We are going to have a copy of it. I am going to send 
it to all our veterans and also the newspapers. I wish everybody 
could hear what you have said because it is wonderful. 

If the situation is as bad as you have indicated, it is a crime. It is 
just the most terrible thing that ever happened. We are giving money 
away to every country in the world and not taking any security or 
anything else and never expecting to get it back while here these great 
men, our own men, are not only compelled to give security on their 
homes, but to pay these terrible rates of interest and a bonus besides. 

I think you have made a great case. 

Mr. Parman. Thank you, Mr. Boykin. 

The Cuamman. What about the statement that the Treasury would 
have to dump their present investments and would lose money on them 
to make this money available ¢ 

Mr. Parman. Let us analyze that. What investments do they have? 
They have these I O U’s in that box at 3 percent. If we take that 
billion dollars out of there they will have to replace that by selling 
securities on the market as they are doing every day. If the interest 
rate is high, it is of their own making. The Federal Reserve and the 
Treasury make the rates. They set out to make these rates higher 
and are making them higher every day. They are talking about 10 
percent. I do not know how far they will go. 

Mr. Boykin. It is already 10 percent because of that bonus, Mr. 
Patman. 

Mr. Parman. Yes; and I repeat that it is highway robbery. In the 
West when we had a robbery in broad daylight, where fellows would 
come in on horses with handkerchiefs over their faces and rob a bank 
in broad daylight, the people all around would look down upon the 
people in the community for not stopping them. They would say 
“If it had been at night in the dark you could not stop it, but you 
let them come in broad daylight and rob your bank.” 
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As Members of Congress, we are in the position of the people of 
that town who let the robbers come in there in broad daylight and 
rob the bank. We are letting these veterans be robbed in broad day- 
light. 

Mr. Kearney. I say to my friend, who isa very good friend of mine, 
that if that had not happened we would not be reading any western 
stories. 

Mr. Parman. That is right. 

Thank you. 

The Cuamman. We had some testimony yesterday listing about 3 or 
4 objections to using that fund. 

Mr. Parman. There is one complete answer. We are against rackets 
and we are against imposing on the taxpayers and the Government 
and we believe in the Golden Rule and giving everybody a square 
deal. tos 

The Cuamman. Mr. Scott, of the National Association of Real 
Estate Boards, gave three objections yesterday to this proposal. The 
first was that: 

The NSLI trust fund is invested in Government obligations. The diverting of 
a portion of this reserve for direct home loans, or for the purchase of VA- 
guaranteed home loans, would require the Treasury to borrow the money to 
replace the withdrawals for this purpose, thereby further aggravating the 
management of the public debt which now imposes a more than $7 billion per 
annum interest charge on the American people. 

Mr. Parman. Let me answer that, Mr. Chairman. That is part 
of their national debt. If you will look in the New York Herald Tri- 
bune or New York Times or the Wall Street Journal where it appears 
at least once a week, you will find the list of obligations that must be 
refunded during the course of the year. They aggregate about $72 
billion to $75 billion and $1 billion is insignificant in comparison to 
the amount that has to be refunded each year. 

The Cuarrman. Mr. Scott raised a second point: 

We also raise the question whether the NSLI trust fund may properly be 
used for this purpose in view of the fact that the $5%% billion presently in the 
fund accumulated while the NSLI Act, which constitutes a contract between 
the fund and the serviceman or veteran policyholder, specified that the reserves 
were to be invested in obligations guaranteed as to principal and interest by the 
Government, 

Mr. Parman. Let me answer that. That is almost on the side of 
being ridiculous. Now, here this trust fund already has Government 
obligations. We take a billion dollars of obligations out and put 
another billion dollars of Government obligations in the same spot, 
in exactly the same position. 

The CuHatrMan. Let me read the third one: 

Proposed legislation on this subject apparently contemplates the purchase of 
VA home loans at par, or at least at a price above the market. This raises the 
additional question as to whether the Secretary of the Treasury, acting in a 
fiduciary capacity, should use trust funds for the purchase of mortgages at prices 
above market value. 

Mr. Parman. They will all go to per value if you approve, as I am 
proposing, the use of these funds for that purpose. That will put 
them all at par. And all it is is a switching of obligations. _ A Gov- 
‘ernment obligation isin the NSLI lockbox right. now, and the VA 

guaranteed mortgage is the Government obligation we propose to put 
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in there. They will just draw a Pe rate of interest. They will 
get 414 percent instead of 3. It will help everybody, Mr. Chairman. 
The Cuarrman. Thank you, sir. We appreciate your coming up. 


STATEMENT OF SEABORN P. COLLINS, PAST NATIONAL COM- 
MANDER, AND CHAIRMAN, HOUSING COMMITTEE, THE AMERI- 
CAN LEGION 


The Cuarrman. Our next witness is Mr. Collins, former national 
commander of the American Legion and chairman of the housing 
committee. 

Before you start, I wish you would tell the committee one thing. 
The reason I ask you this is that we have received some letters saying 
that your committee is not representative of the American Legion, 
that it is a group of builders or lenders or both. Would you tell us 
what the committee is and how it was formed and how the decisions 
were arrived at before you make your statement. I think they will 
contribute to the evaluation by the committee of your report. 

Mr. Coxtins. At the national convention at Los Angeles of the 
American Legion, a resolution was passed unanimously by the conven- 
tion that a special housing committee be formed, to be named by the 
national commander to study veterans housing. Even at. that time 
it was realized that there was beginning to be a terrific shortage of 
money and that what money there was available was at very high 
discounts. 

The national commander appointed me as chairman of that com- 
mittee. I build homes in a little rural community in southern New 
Mexico. 

Mr. Boemi, of Illinois, a member of that committee, works with a 
savings and loan association. 

Harry Fruehauf, of Michigan, builds trailers. 

James Doon, of New Hampshire is connected with a public utilities 
company and Edward T. Foster, of Nebraska, a member of that com- 
mittee, is a general contractor in Nebraska. His contracts deal largely 
with large construction. 

Since it was approved almost unanimously by the national execu- 
tive committee of the American Legion who approved this report, 
testimony that I am about to give certainly represents, then, the 
veterans rather than any other group. It is the only way it could, or 
this national executive committee would not have approved it. 

I called the housing committee to meet early in December because 
I realize and hoped that this would be one of the first matters of im- 
portance to be taken up by this committee because of the conditions 
that existed. It took 30 days for the committee to meet and get this 
information out to every State in the United States to the represent- 
ative of the Legion in that State. This is the result of their vote. 

Mr. Boykin. Do you mean that your statement is a result of their 
vote ? 

Mr. Coutrns. Yes, sir. 

Mr. Harey Mr. Chairman. 

The CHarrman, Mr. Haley. 

Mr. Harry. Mr. Collins, you say this statement was approved by 
the national executive committee of the American Legion. 
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Mr. Couttns. Yes; sir. 
Mr. Haury, And that committee is composed of 1 man from each 
State in the United States plus maybe 2 or 3 who are from the Terri- 
tories or representatives who may be representing a post or 2 in Cuba, 
is that correct? 

Mr. Couurs. It is 1 member from each State, 5 national vice com- 
manders, a national executive committeeman from Puerto Rico, and 
from Alaska. 

Mr. Harry. Past national commanders are members. 

Mr. Cottrns. Without vote. 

Mr. Harry. I think it is well, Mr. Chairman, to bring out, if it has 
been approved by the national committee of the American Legion, 
that at least they had representation from every State in the Union. 

The CnHatrman, Are there any other questions ? 

Mr. Kearney. Is not Hawaii on the national executive committee? 

Mr. Corirns. Yes, sir; Hawaii and the Philippine Islands. 

First may I say m preface to this statement that the American 
Legion through years of experience with this committee and with the 
Congress, has the utmost confidence in your judgment, and in this 
Statement, we have attempted to give you to the best of our ability, 
the veterans’ backing within the American Legion for almost any 
action that you would take that would furnish funds to the GI home 
loan program. The current acute shortage of available funds for 
veterans’ loans is of immediate concern to us all. 

Many proposals that are before your committee are addressed in 
part or in whole toward this problem, and to that extent they touch 
upon the chief thing that the American Legion is interested in in 
this connection, namely : : 

A flow of funds must be assured which will adequately meet the 
demands of those veterans having veterans’ home-loan entitlement 
whose financial responsibility is comparable to that of the millions 
of veterans who have already used their entitlement. 

We would be surprised if any fundamental change in the essential 
nature of this program is called for. That the program has worked 
remarkably well for more than a decade is clear evidence that the 
basic principles of the original bill were as sound as its authors dared 
hope in their most optimistic moments back in 1944. 

The Congress did an excellent job in enacting the Servicemen’s 
Readjustment Act of 1944. The American Legion is also proud of 
the part it played in its development and support. The home-loan 
provisions alone have proved themselves well worth while. 

In the early years of the VA home-loan program the chief prob- 
lems and the occasional failings of the law were mostly related to its 

administration. 

The Congress interested itself in the administrative soft spots and 
has provided legislative tools and appropriations in the intervening 
years which have today superimposed a highly creditable administra- 

tion upon a set of principles which have long since proved their 
soundness. 

Certainly, in any attempt to solve the present problem of a short- 
age of available funds for veterans’ home loans, care should be taken 
not to do violence to those fundamentals of the program which have 
made it effective and sound. 
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While the World War II home-ioan program has served much of its 
purpose, the biggest demand for home loans for Korean veterans lies 
ahead of us over a period of at least 8 years. 

The American Legion hopes for a solution to the shortage of funds 
which will provide a \ flow ae eas money on a reasonably constant 
basis under private auspices, 

We hope this Congress will find such a solution, We are grateful 
to you, Chairman Tea igue, and to the members of your committee, for 
making this problem your first order of business in this Congress. We 
agree that the present emergency warrants this early consideration. 

~ Veterans, particularly those of modest means, are inordinately af- 
fected by the burden of tight money; meanwhile, credit continues, 
without. visible impairment, to flow in recordbreaking amounts, into 
industrial expansion and into shorter term and higher yielding con- 
sumer loans. 

Conventional first mortgages now command 6 percent interest in 
most areas of the country. The FHA rate was recently raised to 5 per- 
cent. The VA rate remains at 4144 percent. It is this situation which 
is drying up GI loan funds at their source. 

The entire field of housing—particularly low-cost housing, low 
downpayment housing and long-term mortgage housing—is now pro- 
foundly disturbed by what almost borders on runaway premiums or 
discounts and charges for money in the open market. 

The American Legion i is not at all certain that those persons whom 
the Congress wants to assist in homeowning under the VA program 
will continue to become homeowners under any proposals which focus 
narrowly on VA home loans to the exclusion of the total national credit 
situation. 

From December 4, 1956, when FHA increased its interest rates, the 
veteran has found himself unable to bid for mortgage money competi- 
tively within the framework of the present national economy. Nat- 
urally we would prefer to see FHA interest rates rolled back to 414, 
percent if by doing this both VA and FHA could successfully compete 
for funds in the mortgage market. 

The American Legion | believes that congressional control of interest 
rates is a primary and necessary fundamental of the VA home-loan 
program. Recognizing the unwelcome realities of resent conditions, 
the national executive ‘committee of the American Legion has recently 
adopted a report recommending appropriate legislation be enacted by 
the Congress to provide the Administrator of Veterans’ Affairs with 
the same authority to regulate interest rates on VA loans as the FHA 
Administrator now exercises over FHA loans under the National 
Housing Act. 

Further, as chairman of this special housing committee, I have this 
to offer as a possible solution: 

1. Recognizing that the basic disturbance occurs outside the field of 
veterans’ affairs, we support a thorough reexamination of the Nation’s 
financial and credit structure to determine the adequacy of our banking 
system to support today’s economy. 

2. To meet the emergency that now exists in the veterans’ housing 
market—and this is an emergency measure—we would, rather than 
expand the direct-loan program beyond its present scope, recommend 
(a) that section 501 of the Servicemen’s Readjustment Act of 1944 
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be made a part of the special-assistance functions of FNMA, and (0) 
that Congress expand FNMA’s preferred stock, to provide that agency 
with sufficient borrowing power in the private-securities market, to 
continue its secondary-market operations in needed volume. 

I am enclosing a complete copy of the committee report which I will 
not read but would prefer that any questions you would have would 
be in connection with this. 

The Cuamrman. Without objection, your statement at the end will 
be placed in the record. 

(The statement referred to follows :) 











REPORT OF SPECIAL COMMITTEE To INVESTIGATE PROCEDURES NECESSARY To ASSURE 
FLtow or GI Home Loan Funps UNpER PRIVATE AUSPICES 









To National Commander and Members of the National Executive Committee. 

In accordance with the action taken by the 38th Annual National Convention 
of the American Legion in Los Angeles in September 1956 under Resolution 523, 
entitled as above, this committee met in Washington on December 9, 10, and 11, 
1956. The mission of the committee, as stated in the above resolution, was to 
consult with officials of the Veterans’ Administration, Treasury, Federal Reserve 
Board, and Federal Home Loan Bank Board on procedures necessary to assure 
a flow of GI home-loan funds under private auspices ; and, further, that this spe- 
cial committee report to the 1957 spring meeting of the national executive com- 
mittee. 

The national commander named the following to serve on this special com- 
mittee: 

















Seaborn P. Collins, of New Mexico, chairman 
A. Andrew Boemi, of Illinois 

Harry R. Fruehauf, of Michigan 

James W. Doon, of New Hampshire 

Edward T. Foster, of Nebraska 












All members were present at the meeting in December except Mr. Fruehauf. 
The committee was assisted by able members of the Washington and New 
York staff. 

As directed by mandate, the committee called in and heard testimony relevant 
to the subject of the investigation from the following representatives of the 


Government. 














Thomas J. Sweeney, Director, Loan Guaranty Service, Veterans’ Administration 

Philip N. Brownstein, Assistant Director, Loan Policy and Management, Vet- 
erans’ Administration 

Guy G. Noyes, staff member, Board of Governors, Federal Reserve Board 

Oakley Hunter, Acting Administrator, Housing and Home Finance Agency 

Albert Robertson, Chairman, Federal Home Loan Bank Board 

W. Randolph Burgess, Under Secretary of the Treasury 

The members of your committee were cognizant of the problems of the 
dwindling of GI mortgage money for months before the first meeting of the 
committee. The committee also had for its study statements by informed 
American Legion members in all sections of the country before it met. 

The initial meeting of the committee was held on December 9, in executive 
session, 1 day previous to hearing representatives of the Government. The 
committee, as a result of its own studies and familiarity with the situation, 
observed the following influences at work in the country which were and are 
acting to curtail the availability of GI-mortgage-type money. 

The current continued expansion of business activity, unprecedented demand 
for schools, roads, and other needed public facilities and the high rate of 
Government building have taxed, and continue to tax, the Nation’s supply of 
eredit. These demands, at the higher interest rate which they afford the 
investor, have increasingly attracted money that previously was available for 
housing. 

Many months ago the GI lending: program began to feel this competitive 
pressure. At that time, lenders began to charge increasingly large discounts 
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to the sellers of homes to veterans in order to compensate them for the below- 
the-market interest rate, which was fixed by Congress in 1944 and amended 
in 1953. During this period Government bond interest rates rose from a low 
of 2% percent to a current rate of 34% percent. Tax-exempt municipal bonds 
went from a low of 1% percent to current rates that are in excess of 4 percent. 

The committee looked with concern on the decreasing availability of GI loans, 
and these only at higher and higher discounts. This discount practice, although 
legal, is looked on with disfavor by all thinking elements in the industry. It 
endangers the excellent existing VA appraisal system, encourages sharp prac- 
tices among lenders and builders and makes the veterans’ preferred interest 
rate a fiction. 

It was this situation which led the 1956 National Convention of the American 
Legion to authorize the appointment of this committee. The committee ob- 
served at its first meeting on December 9 that since the convention the situa- 
tion has become progressively worse, and was accelerated in that direction by 
the one-half of 1 percent increase of the FHA interest rate on December 4. 

As a practical matter, the committee noted that there has been a 30-percent 
decline in builder and lender applications for appraisals for GI loans in the 
first 10 months of 1956 as compared with a like period in 1955. 

This drop in applications was of concern to the committee because it will 
not permit the orderly “phasing out” of the World War II program as mandated 
by the 1956 convention; nor will it permit the Nation to fulfill its obligation 
to the Korean emergency veterans numbering about 5,800,000, of whom some 
nearly 3 million are expected to seek homes under the Korean veterans GI 
plan. 

The representatives of the Government met with the committee on Monday, 
December 10, and in a full day of statements and questions they effectively 
corroborated and amplified the previous observations of this committee regard- 
ing those aspects of the national economy which today affect housing credit 
in general and GI mortgages in particular. 

It is the feeling of your committee, based upon its own studies and the testi- 
mony of the Government representatives, that the nonavailability of mortgage 
funds for GI loans constitutes an emergency. The committee feels that the 
American Legion should present its views to Congress early in January. 

In analyzing this situation, your committee sees three possible positions for 
the American L°gion to adopt. 

1. The American Legion could accept the status quo and recommend 
that Congress leave the GI mortgage program as it is today. In the opinion 
of this committee there would be but one result. In a very short time 
the funds available for GI mortgages would become so negligible as to add 
up to no program at all. This would encourage the absorption of the 
VA home-loan program by the FHA, which the American Legion has long 
opposed. 

2. The second possibility for the American Legion would be to urge the 
expansion of the direct-loan program by the Government to veterans seeking 
homes. In the opinion of this committee such a move in areas where 
private funds would be available under realistic competitive conditions 
would be a further inflationary step in a period when inflation is one of the 
most serious problems faced by our national economy. Any further inflation 
would destroy the real value of insurance, pensions, and savings, and be 
particularly harmful to our comrades of World War I and their widows, 
many of whom will not have the opportunity to rebuild their assets. Further, 
such a program would be contrary to longstanding policies of the American 
Legion, reiterated at its last national convention, urging the reliance of 
the American people upon a free-enterprise system. 

3. The third choice would be to make such changes in the legislative 
structure of the GI bill as would permit the veteran at all times to be in a 
competitive position for housing credit. 

Accordingly, then, your committee recommends as follows: 

That the American Legion recommend appropriate legislation be enacted by 
the Congress to provide the Administrator of Veterans’ Affairs with the same 
authority to regulate interest rates on VA loans as the FHA. Administrator now 
exercises over FHA loans under the National Housing Act. Under this type 
of legislation the Administrator of Veterans’ Affairs would have the authority 
within realistic legislative limits to increase or decrease rates to meet the con- 
ditions of the time. Ina period such as this he would have had the authority to 
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increase the rate in time to have assured the continued flow of GI loans under 
private auspices and the present emergency would be adequately met. 

The Cuarrman. Mr. Boykin? 

Mr. Boykin. No; I have no questions. I think the speaker knows 
what he is doing. He certainly has had experience and has all the 
men. behind him. I think he is absolutely correct and I hope that 
you and I and all of us can do something to really get this matter 
finished so that our men can get some homes. 

Mr. Cotirns. Here is the ‘thing that has happened, Mr. Congress- 
man. As I told you, I live in a small town in the Southwest. When 
I build a veteran a home today and that veteran comes in and makes 
application for a loan it is necessary for us to get an advance commit- 
ment from FNMA, a Government agency, now. An advance com- 
mitment costs me 10 points. Based on a 25-year loan, that is the 
equivalent of 144 percent interest. A Gov ernment agency now is 
charging me 5 3, per cent interest, the equivalent of that, counting the 
discount. ‘That is the situation that exists in the entire Southwest, 
It exists in Texas. It exists in California. It exists in most of the 
South. It has completely dried up all the funds. There are no GI 
lhomes going to be built. Nobody can build them on that kind of basis. 
It just is not there. 

It is very difficult for one Government agency to insure a Govern- 
ment loan which is guaranteed, as Congressman Patman just got 
through saying, and have another Government agency within the same 
framework charge 534 percent interest for that same insured loan. 

The veteran was discriminated against when FHA raised its rate to 
5 percent. We had no alternative. They drained off the money. It 
went into FHA. It went into conventional loans and into plant ex- 
pansion and industry. There was no money left to go into VA loans 
at 414 percet. 

Mr. Boyxry. Mr. Chairman, do you mind telling me what you in- 
tend to do to get the real facts of what every man here has been talking 
about ! 

The CHamrMan. We have invited everybody from the veterans 
group, the builders, the lenders, the Treasury, Budget, and VA that 
we know. We have listened to most of them and I still do not know 
what we ought to do. 

Mr. Boyxrn. I know that we ought to do something to get this 
building started for these veterans and stop these big discounts and 
so much interest. We ought to use this money that belongs to them, 
I think, that the Treasury is using for the benefit of other people. 

Mr. Cotxins. Veterans’ loans come in two classes. One is in the 
rural areas where direct loans fit in. The other is in the cities of 
larger population where the majority of veterans live. 

Mr. Suurorp. Would the gentleman yield? 

The CHarman. Judge Shuford ? 

Mr. Suurorp. Mr. Collins, you started on a very interesting state- 
ment in answer to the question of Mr. Boykin. I wish you would 
continue along that line if you do not mind. You say you live in a 
small town. I think the town has approximately 22,000 inhabitants. 

Mr. Cotirns. That is right. 

Mr. Suurorp. You say that you construct houses. 

Mr. Corns. Yes, sir. 
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Mr. Suurorp. You say you have dealt with veterans in that con- 
struction work. I wish you would elaborate more on the direct-loan 
situation for the small communities. What have you found in con- 
nection with your direct loans as to whether it is proper or whether 
the administration is utilizing the funds that they should utilize for 
that purpose or not? I woul appreciate your answer to that. 

Mr. Cottins. Mr. Congressman, you can point to no one individual 
thing that is keeping direct loans from being made in any area. It is 
a package of things. The loans may be available, but you have volun- 
tary home-mortgage credit which is fine. There is nothing wrong 
with that at all, but there is a long period of time between the time 
the VA refers them to VHMCP and they return for the VA to finance. 
In the second place in rural areas you do not have builders. I am 
talking about areas where a carpenter out of a lumberyard cannot 
build houses and build them with the efficiency and quantity that is 
necessary. It takes a builder to build. For a builder to build in small 
areas he has to be able to build numbers of houses and has to have 
FHA and VA requirements which will permit him to build. 

North of my town is a little town of Hatch, N. Mex., of about 2,000 
population. I could not build a subdivision there. Some of the boys 
there have come to me and wanted me to build, They need 15 or 20 
houses. I could not any more pay the cost necessary for a subdivision 
and meet the FHA or VA subdivision requirements which require all 
this land planning and require all the drainage reports and paved 
streets. That would be the only street in the town that would have 
paved streets. I could not do that to build 15 or 20 houses because 
the price of the house would be completely beyond their means. 

Another thing is that veterans are not buying new homes in small 
towns because $10,000 is an unrealistic price today. 

Mr. Suvurorp. Do you recommend then that we increase the author- 
ized amount? 

Mr. Cotirtns. Yes, sir; I surely do. 

The Cuatrman. How much? 

Mr. Coxirns. Not less than $12,500 and in some areas, of course, 
there are just higher costs. I think it costs more in California than 
it does in Alabama, Mr. Boykin, to build homes. That amount will 
have to be increased. 

Mr. Suvrorp. If the gentleman will continue to yield. 

Mr. Boyxrn. Yes, sir. I continue. You are doing good work. 
Keep it up. Let us get all the facts. 

Mr. Suvrorp. We understood yesterday that on the direct loan that 
a builder could not. participate or at least his function in connection 
with the direct loan was negative. 

Mr. Coiuins. That is right. A builder cannot operate under a 
direct loan because he has to have a job commitment before he can 
build. He cannot build a house in the community and take a chance 
on selling it. He has to know in advance what he is going to get for 
that house. He has to know it will be insured or guaranteed. 

Mr. Suvrorp. Is that not one of the reasons for the failure of the 
direct loan? 

Mr. Coxirns. Yes, sir. 

Mr. Suvrorp. It all has to be done by the veteran himself, with his 
own carpenter. 
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Mr. Couns. It is the veteran himself right now in every instance, 
I do not know what your records show but the majority of veterans 
in rural communities under the direct-loan program are having to 
buy used houses. There are no new houses available for them because 
they are not being built. 

Mr. SuHurorp. If under the direct-loan program some consideration 
was taken of a builder, do you think that the program would advance? 

Mr. Cottins. Yes; if it were possible for a Cran to obtain advance 
commitments under the direct-loan program and if it were possible 
for that builder to build in a small community houses that were com- 
parable to other houses in the community, under the same subdivision 
requirements comparatively. 

Mr. Boyrxrn. The community that you are talking about now has 
no paved streets. 

Mr. Coxtrns. That is right, and I should not have to put in paved 
streets. What good is a block of paved streets going to do in Hatch, 
N. Mex., if you have trailers hang loads to the cotton gin? It is 
not going to last long. These people do not want paved streets but 
these people are entitled to and should have a small 3-bedroom house 
with a bath, and we should be able to build them. 

Mr. Suurorp. I have one other question. Has there been a direct 
loan made in your community ? 

Mr. Couns. I am guessing that there have been less than 100 
made in my county, and my county has a population of 50,000 to 
55,000 with several little communities in it. None of them are large. 
My town is the largest and Hatch, which I mentioned, of about 2,000 
population, is next and we have several communities there. It is an 
agricultural valley. 

Mr. SuHurorp. That is all. 

The Cuatrman. Mr. Dorn? ; 

Mr. Dorn. Mr. Collins, for what price could you build in Hatch, 
N. Mex., a decent small 3-bedroom house with a bath, without all these 
restrictions, if you were relying on your own judgment? 

Mr. Cottrns. I can give them a choice of 3-bedroom houses that will 
run from $9,800 to $12,500. 

You see the thing that worries us is the fact that in 1953 the average 

cost of a house was about $11,055. Today the average cost is about 
$14,500 in round figures. The median income of these families is about 
$4,000, and I have understood that about 85 percent of the people who 
pay income tax make $6,000 a year or less. 
We are pricing ourselves literally out of the market. We are not 
building for the people that need homes. Those 55,000 people that 
live in my county live in small towns. They are the ones who are not 
getting homes. We have to build a house in that moderate price range 
if we are going to fit the salary schedule of the people who live there. 
That does not apply just to my county. I think it is general. 

The Cuatrman. Mr. Haley. 

Mr. Haury. May I pass for a minute? 

The Cuatrman. Mr. Saylor? 

Mr. Saytor. Mr. Collins, I appreciate your contribution here be- 
cause I think you have pointed up to the committee some of the things 
which some of us realize are the problems which are arising every da 
in the small communities. It is one thing to lay out a program whic 
will get the large metropolitan area but most of the boys who went 
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into the service did not come from the large metropolitan areas. Most 
of them came from the small communities, such as you and Ido. One 
thing that is bothering them is the shortage of money to take care 
of the boy who now finds himself in need of a home. 

Now, heretofore there has been this arbitrary fixed 4 percent loan, 
then 414 percent and now they come along and suggest a 5 percent loan. 
My own thinking is that that in and of itself will not solve the 
problem. Do you agree with that? 

Mr. Cours. Yes, sir. It will not solve the problem. It will at 
least give the veteran the same opportunity as a nonveteran to bid for 
what money there is available. That is all it will accomplish. 

Mr. Sartor, That is right. Now, do you think that this committee 
would be wise in trying to draft legislation for veterans homes which 
would take into consideration, just as banks do or other lending in- 
stitutions do, to allow a fluctuating interest rate dependent upon the 
amount of downpayment which is made? For example, while the 
current market today is around 6 percent, if a man comes in and wants 
to borrow from a bank on a 50 percent loan they will not charge him 
6 percent. He can get 5 percent and 414 percent money today. 

Mr. Cotiins. I see your point. I think perhaps you are right. The 
only thing is that I think it might be administratively impossible to 
set that thing out and administer it over the country. I had not 
thought of that idea. 

Mr. Sayvor. In other words, a majority of the veterans have not 
used their GI benefits as far as homes are concerned. 

Mr. Cottrns. May I say this about that. I mentioned in this testi- 
mony, and this is very true, that in the first 2 or 3 years of the GI 
program it really was not in operation because there were so many 
administrative difficulties that it did not even apply. We could not 
make it usable. Then when the Korean war came along we put on con- 
trols so that this veterans’ program that we are talking about has not 
been in existence since 1944. As far as practical purposes are con- 
cerned, we have had only 5 or 6 years in which every veteran had an 
opportunity to buy. 

Mr. Sartor. I think you are correct. I think that was brought out 
by Mr. Stone when he came here and showed us the figures of the 
guaranteed and direct loans, showing that in about the last 5 years it 
has actually been a working proposition. Before that time the 
amounts in it were negligible. 

Mr. Coturns. That is right. 

Mr. Sartor. I am thinking along that line. Another thing I am 
thinking of, Mr. Collins, is this: That heretofore a number of the 
veterans bought small homes. There was a husband and wife and 
maybe one child. Now they find themselves with 2, 3, and in many 
cases 4 children and they are so cramped in that house, that even though 
they have been able to meet every payment, they would like to have 
something made available to them to expand or add to that house. 

Has the American Legion or has your committee thought of any- 
thing to help those people because, although it has been a good thin 
to get them a home, the crowded conditions in which they now fin 
themselves may cause them more harm than we originally anticipated ? 
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Mr. Cotuins. That did not come before the committee. I have a 


personal idea. 
Mr. Sartor. I would be glad to have it. 
Mr. Coriins. A man who bought a 2-bedroom home when he had 


1 child 5 years ago is bound to have an equity. Besides that, the home 
has probably increased in value. He should have sufficient equity in 
that home to buy under FHA. They have a trade-in program. It is 
unworkable because of appraisal values. Nevertheless there is some 
machinery to trade that inona new home. It is working in some areas 
where conventional loans are available and, if it would work, it is a 
wonderful program. 

Mr. Sartor. Here is a veteran who has a 4 or 41% percent loan. He 
now has something that he can bargain with but he does not like to now 
go into the present money market when he now has an equity and have 
to pay 6 percent. That is the situation with which most of the veter- 
ans I am talking to find themselves confronted. 

Mr. Coturys, I hate to see it, but I used to buy a shirt for $2.50 and 
they cost me $5 and there is nothing I can do about it. They have 
gone up and I do not know what to do about it. 

Mr. Sayior. You suggested that the guarantee be increased to at 
least $12,500. Do you think it would be more realistic to say that it 
should be increased on the direct loan to $15,000? 

Mr. Cottrns. There is no question from these figures that I have 
given you that if the average home last year was $14,500, that guar- 
anty should be increased if you are going to cover homes that are 
the average homes being built today. It is very realistic. As I say, 
we are talking largely about the rural home, and the American Legion 
has members in the cities, too, and they have a problem, too. They 
cannot get any money in Albuquerque, N. Mex. They pay the same 
discounts in Albuquerque as I pay in my little community. We hoped 
that these proposals would be for all of the veterans, no matter where 
they live. 

Mr. Sayxor. Allright. That is all, Mr. Chairman. 

The Cuatrman. Mr, Ayres? 

Mr. Ayres. Mr. Collins, in 1953, when we had this problem before 
us, although the Congress did not have to vote the increase, the ad- 
ministration finally went to 41%4 on VA loans, and I was for that in- 
crease at that time and I received quite a lambasting from the Ameri- 
can Legion because they were against it. What has caused you to 
change your position ? 

Mr. Cotuins. The thing that has caused us to change our position 
is the fact that veterans are not getting any loans at all anywhere, and 
we realize that in a period of 60 days from now there will be no GI 
homes built in great sections of the entire country. The only ones 
that are being built now are advance commitments. We offer you 
here, we hope, the tools and our endorsement that would enable you 
to go ahead and provide the necessary legislation. 

Mr. Ayres. You have come before us and recommended that the 
Congress enact legislation to create the flexible interest rate and vest 
the authority to regulate the interest rates in the Administrator of 
Veterans’ Affairs. I take that to mean that you feel that the Vet- 
erans’ Affairs Committee perhaps has not handled the regulation of 

interest rates by legislation satisfactorily in the past, and that the 
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situation would be improved if authority to raise the interest, rates 
which you state has to happen, which in the past has been the pre- 
rogative of this committee, were given to the Administrator. 









































) Mr, Cotuins. No. That is not what we intend at all. We mention 
in here that we think Congress should set up a maximum interest rate. 
The thing we are trying to prevent is the thing that happened De- 
3 cember 4, when FHA raised to 5. Congress was not in session and 
3 veterans have been discriminated against ever since and will be until 
s adequate legislation is passed. 

A Mr. Ayres. Mr. Collins, do you think a flexible interest rate will 

have any meaning if Congress pegs it.? 

e Mr. Couxins. We did not ask for a flexible interest rate. Under the 
v National Housing Act there are definite limits. The maximum limit 
e is 5 percent except in case of an emergency, and I assume that that 
means a war, 

Mr. Ayres. But you are of the opinion that Congress should have 
d a definite ceiling. 
re Mr. Coins. Yes, sir; and I say in here that I think it is very neces- 

sary to the VA program. 
at Mr. Ayres. What should that ceiling be? 
it Mr. Cottans. I do not know. 

Mr. Ayres. But you feel that it has to happen quickly if we are to 
ve get homes. 

r- Mr. Cotirns. Something must be done immediately and that is the 
re reason why a personal recommendation in the back of this was that 
Ys section 501 be put under special assistance funds by FNMA. Let me 
on explain what they are. Under special assistance funds you have noth- 
ey ing now but FHA programs. Titles 207, 213, 220, and 221, which 
me are multifamily dwellings, urban renewal, or where a highway goes 
ed through and houses must be built for those people who are displaced. 
re By law when a house is paid it is paid at only 2 points discount by 
law. That would at least remedy the situation immediately until 
some permanent legislation could be worked out. 

Mr. Ayres. Mr. Collins, several days ago we had considerable testi- 
ore mony from representatives of the life-insurance groups that there 
ad- are about $900 million at the present time in outstanding commit- 
in- ments and we were told that most of these commitments have an 
rl- escalator provision for higher rates if such are enacted. 

to Now, if an interest rate increase is granted immediately most veter- 
ans throughout the country who are presently in the process of build- 
‘101 ing or buying a house would be saddled with this increase in the 
and interest rate. Is it the Legion’s position that these $900 million that 
GI are already allocated and the veterans aifected should be saddled with 
nes this increase along with everybody else ? 
you Mr. Cours. These same veterans who bought these houses have 
you a clause in their purchase contract, every one of them, chances are, 
and I don’t know anyone that does not have, where a veteran pays 
the a use charge of $2.50 a day or whatever it may be, in that area, to 
vest the builder if he is unable to place that loan at any price. If the 
r of interest were 2 percent and he were unable to place that loan he has 
Vet- to pay $2.50 a day. They move into the house but do not get title 
n $ so that you have your choice of whether that veteran buys a house 
, the 


or sits there for 6 months and someday may not even get the house 
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and continues to pay this use charge and fails to build up any equity 
in that house which he is entitled to build up so that it is the lesser 
of two evils, Mr. Aryes. 

Mr. Ayres. Under your provision, what is left in the VA pr ogram, 
if the interest rate is not lower than the FHA interest rate, that is 
advantageous to the veteran other than the downpayment? Has it 
not been the Legion’s policy that a veteran’s program is something 
special for the veteran ? 

Mr. Cottrns. We have a half of 1 percent mortgage insurance ad- 
vantage over FHA loans. 

Mr. Ayres. What assurance would you have that you would have 
that if we followed your recommendation and gave the Administrator 
of the VA the right to set the interest where he wanted ? 

Mr. Coxtins. If we put the interest rate to limits of 5 percent as 
the FHA has done, it is inconceivable that the Administrator of Vet- 
erans’ Affairs would immediately raise the rate to 514 percent. If he 
raised it to 5 percent, which is the same as FHA, we would have the 
same advantage. Now we have a point, the 1 percent disadvantage. 

Mr. Ayres. Would there not be considerable pressure on the Admin- 
istrator to get money into the VA program and if he found it neces- 

sary to raise it so that it was on a par with FHA he would have to 
do that. 

Mr. Corttns. Yes, sir. 

Mr. Ayres. Your whole point is to get money into the VA market. 

Mr. Corxrs. That is right. I want the veteran to have a home. 

Mr. Ayres. Suppose the veteran rate and the FHA rate for the 
VA guaranteed and FHA insured loan are the same to the veteran as 
to the nonv eteran. Then my question is, What advantage is there to 
veterans for going through VA other than downpayment ? 

Mr. Courrns. And the one-half of 1 percent mortgage insurance. 

Mr. Ayres. Assuming that the VA rate was as high : as FHA. 

Mr. Cotxins. Then you destroy the entire philosophy that was in- 
volved in the Readjustment Act that was passed. The Congress in- 
tended, I think, at the time the bill was passed, that the veteran be 
given some preference, by way of that one-half percent interest and 
a lower downpayment, over the nonveteran in order for him to make 
a readjustment. 

Mr. Ayres. Under your proposal there would be the possibility 
that the veteran would be paying the same interest rate as the non- 
veteran. 

Mr. Cotxins. There would be that possibility. 

Mr. Ayres. Now, although these men are not eligible for member- 
ship in the organization, has the American Legion taken into consider- 
ation the housing need for the veterans who are coming out now who 
are not covered by any program? It was amazing to me to learn 
through the National Market Research that 25 percent of all Ameri- 
can families are started while the men are in the service today. Now, 
those men are not able to accumulate any savings. Many of them are 
having to live in trailers. There are no proper medical facilities. A 
couple of hundred miles from the capital up at Dover there is the 
largest materiel base in the world. Many of those boys have to drive 
to W ilmington and, of course, under the new law it is difficult for 
them to get insurance to drive there in cars even though they have 
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never been involved in an accident but that is for another committee 
to get into. 


With the 65,000 men coming out of the service every month between 
16,000 and 17,000 of them are married, 8,000 of them have children, 
and they need homes. I am beginning to think, Mr. Collins, that the 
practical solution to this is to follow the recommendations in Chair- 
man Teague’s bill and the bill that I have in, and have an overall 
housing program, because the men that are coming out now are in 
more need of a home than the World War II veteran in most instances 
because he has had this 10-year period in which to get adjusted, 
whereas the boy coming out now, whose average age is 25, has no cash, 
has no job to go to, and there is no place for him to get a loan. 
(The bills referred to are as follows :) 


[H. R. 3602, 85th Congress, 1st sess.] 


A BILL To amend section 203 of the National Housing Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That Section 203 (b) (2) of the National 
Housing Act, 1s amended, is further amended to read as follows: 

“(2) Involve a principal obligation (including such initial service charges, 
appraisal, inspection, and other fees as the Commissioner shall approve) in an 
amount which, in the case of property upon which there is located a dwelling 
designed principally (whether or not it may be intended to be rented temporarily 
for school purposes )— 

“(A) for a one family residence does not exceed $25,000, and does not 
exceed an amount equal to the sum of (i) 98 per centum (but in any case 
where the dwelling is not approved for mortgage insurance prior to the 
beginning of construction, unless the construction of the dwelling was com- 
pleted more than one year prior to the application for mortgage insurance, 
90 per centum) of $10,000 of the appraised value (as of the date the mort- 
gage is accepted for insurance), (ii) 92 per centum of the next $5,000 of 
such appraised value, and (iii) 75 per centum of such value in excess of 
$15,000: Provided, That, if the mortgagor is not the occupant of the property, 
the principal obligation of the mortgage under this subparagraph (2) (A) 
shall not exceed an amount equal to 90 per centum of the amount computed 
under the foregoing provisions: Provided further, That the mortgagor shall 
have paid on account of the property at least 2 per centum (or such larger 
amount as the Commissioner may determine) of the Commissioner’s estimate 
of the cost of acquisition in cash or its equivalent. 

“(B) for a two family residence does not exceed $25,000; or $32,500 in 
the case of a three family residence ; or $40,000 in the case of a four family 
residence; and does not exceed an amount equal to the sum of (i) 95 per 
centum (but in any case where the dwelling is not approved for mortgage 
insurance prior to the beginning of construction, unless the construction of 
the dwelling was completed more than one year prior to the application for 
mortgage insurance, 90 per centum) of $9,000 of the appraised value (as of 
the date the mortgage is accepted for insurance), and (ii) 75 per centum 
of such value in excess of $9,000, except that the President may increase 
such dollar amounts up to, but not to exceed, $10,000 if, after taking into 
consideration the general effect of such higher dollar amounts upon condi- 
tions in the building industry and upon the national economy, he deter- 
mines such action to be in the public interest: Provided, That if the mort- 
gagor is not the occupant of the property the principal obligation of the 
morgage under this subparagraph (2) (B) shall not exceed an amount equal 
to 85 per centum of the amount computed under the foregoing provisions: 
Provided further, That the mortgagor shall have paid on account of the 
property at least 5 per centum (or such larger amount as the Commissioner 
may determine) of the Commissioners estimate of the cost of acquisition 
in cash or its equivalent.” 

Sec. 2. The provisions of the foregoing section of this Act shall be effective 
with respect to commitments issued by the Commissioner on or after January 2, 
1957, but nothing therein contained shall impair or restrict the authority of the 
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Commissioner to insure, subject to the provisions of section 203 (b) (2) im 
effect at the date of issuance of the commitment, mortgages on properties for 
which commitments to insure were issued prior to January 2, 1957. 

Sec. 3. On the basis of reviews, which shall be made from time to time at the 
request of the President by officers of the Federal Government designated by him, 
of the conditions affecting the mortgage investment market, and after taking 
into consideration conditions in the building industry and the national economy, 
the President is hereby authorized to establish from time to time (1) maximum 
ratios of loan to value; (2) maximum maturities; and (8) maximum dollar 
amount limitations with respect to mortgage loans eligible for assistance under 
the National Housing Act, as amended: Provided, That no such maximum ratio 
of loan to value, Maximum dollar amount limitations, or maximum maturity 
shall be in excess of the applicable maximum ratio of loan to value or the applica- 
ble maximum dollar amount limitations prescribed by the National Housing Act, 
as amended: Provided further, That no action by the President pursuant to this 
section shall appiy with respect to loans made, or loans with respect to which a 
contract of insurance or guaranty or a firm commitment to insure or guarantee 
has been entered into, under the National Housing Act, as amended, prior to 
such action. 





lst sess, } 


{H. R. 2583, 85th Cong., 





A BILL To amend section 203 (b) (2) of the National Housing Act to provide a new 
and more liberal housing program 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 203 (b) (2) of the National 
Housing Act is amended (1) by striking out “Involve” and inserting “(A) 
Involve”, (2) by striking out “one- or’, (3) by striking out “$20,000” and 
“$27,500” and inserting in lieu of each “$30,000”, and (4) by adding at the end 
thereof the following : 

*“(B) In the case of property upon which there is located a dwelling designed 
principally for a one-family residence, involve a principal obligation determined 
by multiplying the re isonable value of the property (or the price paid therefor 
by the mortgagor, whichever is less) as set forth in column I of the following 
table, by the percentage in column II of such table opposite such reasonable 
value (or price paid) : 


Column II 






*<Ooluimn I 


Reasonable value of property, or price paid by mortgavor 
4 whichever is less 
Percentage 


but 





Equal to, or 
more than 


Less than 


$10, 000 oR 
$10, 000 12, 000 V7 
12, 000 14, 000 #) 
14, 000 16. 009 YS 
14, 000 | 18, 000 43 
18, 000 20, 000 91 
20, 000 22. O00 Ro 
*) (i) 24,009 az 


, 000 20, 0 





No mortgage shall be eligible for insurance under this subparagraph if the price 
paid by the mortgagor for the property is an amount in excess of reasonable 
initial service charges, appraisal, inspection, and other fees approved by the 
Commissioner, plus $30,000 or the reasonable value of the property as determined 
by the Commissioner, whichever is the lesser.” 

Sec. 2. The amendments made by this Act shall not apply with respect to loans 
or commitments for loans entered into before the date of its enactment. 
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LH. R. 2584, 85th Cong., Ist sess.] 


A BILL To amend section 2038 of the National Housing Act to provide a new housing 
and more liberal housing program 

Be ii enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 208 (b) (2) of the National 

Housing Act is amended (1) by striking out “Involve” and inserting “(A) In- 

volve”, (2) by striking out “one- or”, (3) by striking out “$20,000” and “$27,500” 


and inserting in lieu of each “30,000”, and (4) by adding at the end thereof the 
following: 


“(B) In the case of property upon which there is located a dwelling designed 
principally for a one-family residence, involve a principal obligation (including 
such initial service charges, appraisal, inspection, and other fees as the Cém- 
missioner shall approve) not to exceed $30,000; and not to exceed an amount 
equal to the sum of— 


“(i) 9S per centum of $10,000 of the appraised value (as of the date the 
mortgage is accepted for insurance), 

(ii) 92 per centum of the next $5,000 of such appraised value, 

“(iii) 75 per centum of the next $5,000 of such appraised value, and 

“(iv) 65 per centum of the next $10,000 of such appraised value.” 

Sec. 2. The amendments made by this Act shall not apply with respect to loans 
or commitments for loans entered into before the date of its enactment. 

Mr. Ayres. Unless we get the downpayment on all of those or come 
up with a program for peacetime veterans we are going to have literally 
thousands and thousands of men who have given 2 years out of their 
lives just like millions of boys who never went out of the States in 
the last war, including myself, and we are absolutely closing the door 
tc that group of citizens because the pay that a corporal or sergeant 
or even a master sergeant gets in the military is not enough to buy 
a home under the FHA setup. 

Mr. Cotiins. I could not agree with you more. 

Mr. Ayres. What would be the American Legion’s position if this 
committee decided that the direct-loan program should be made avail- 
able for these men who are coming out of service at the present time? 

Mr. Connins. We have absolutely no policy and I could not truth- 
fully answer on the men who are coming out of service now. 

Mr. Ayres. But you are interested in them even though they cannot 
join your organization. 

Mr. Couns. We certainly realize that everything you have said is 
correct. There is a problem that exists there today and the American 
Legion would certamly go along with a liberalized FHA plan pro- 
viding it did not attempt to destroy the GI bill until after its term 
expired. We think that that bill should continue. It is a matter of 
pelic ‘y with us that that bill should continue and be for the length of 
time for which it was written. We think that if such a program as 
yours is not put out there is going to be a terrific impact.on the economy 
of this country when the GI program does expire and we all know it 
will some day. If such a bill as you mentioned here now is not put 
into effect you are going to have a terrific drop in housing but it 
should be passed early enough so that it can phase out rather than 
have a sudden drop and it takes a long time for one of these new pro- 
grams to work administratively. 

Mr. Ayres. If the Congress were to follow your suggestion, which I 
do not think they will, and place the power in the hands of the Admin- 
istrator, with all due respect to him, to set the interest rate, I think 
that you would find very quickly that your GI program as you know 
it now with the differential in the interest rate would be eliminated. 
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Mr. Coins. Mr. Ayres, the Congress put the power in the hands of 
the Administrator in 1953 up to a point. That is all we say. We 
still say put the power in the hands of the Administrator up to a point. 
We say also in here that the Congress should retain the right to de- 
termine the maximum interest rate charged the veterans. 

Mr. Ayres. That statement would probably read, “The Administra- 
tor cannot raise the rate on the veteran any higher than the going 
FHA rate,” and in order to get money in the VA market that is where 
it would be, Mr. Collins, because our whole problem now is that there 
is a differential. 

Mr. Cotirns. That is right. 

Mr. Ayres. I hope that you can get behind the liberalization because 
I think that is our only hope to get housing for all of the citizens, the 
veteran who is covered under the program and the 65,000 who are 
coming out of the service every month now. 

Mr. Couns. I think it is very important that such a program be 
initiated in Congress. 

Mr. Ayres. That is all. 

The Cuarrman. Mr. Kearney. 

Mr. Kearney. Mr. Collins, my colleagues from Pennsylvania and 
Ohio have taken up just exactly what thoughts I had in mind. I will 
say in passing that there has been some talk here about having the 
veteran pay half down on his purchase price. Do you agree with me 
that that is absolutely impossible ? 

Mr. Cottrns. Not only impossible but completely unreasonable and 
it destroys the philosophy. The purpose of the law was to give the 
veteran the benefit of a smaller downpayment so that he could own a 
home. 

Mr. Kearney. The reason I bring that up is that I think the sole 
survivors of the original Serviceman’s Readjustment Act are the lady 
from Massachusetts and myself. We can see now, or I know I can, 
that the bill, as we passed it in 1944, you would not know as your own 
child today. There has to be a change but what we are concerned 
about—or at least I am—is to be sure that in any bill we do pass we 
do not give one agency the opportunity to raise interest rates higher 
than another agency of Government. 

In other words, they have to be consistent with each other. Now, 
in my own district I know that the veteran cannot get any mortgage 
loans on the 4% percent basis. You say he can on the 5 percent the 
same as the FHA. Whether that would be so or not I do not know. 
That has to be tried. I do not know whether this idea of a flexible 
interest rate in the hands of the Administrator is sound or not. Iam 
not qualified tosay. Iam not qualified particularly to speak on hous- 
ing. I am not a builder but I agree with you that something should 
be done and should be done soon for the simple reason that the veterans 
are not getting homes. As you said a minute ago every 2 or 3 years 
the price of a home goes up $2,000 or $3,000. Last year in California 
I visited a tract that had, I believe, 1,700 houses. The top price for 
a 3-bedroom home was $14,500. What that price is today I do not 
know. 

Do I have the correct thought here that the Legion would be 
satisfied with a 5 percent interest rate ? 

Mr. Coins. The American Legion in writing that proposal that 
they wrote was trying its best during times when Congress was not 
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in session to try to keep the veteran from being discriminated against, 
as I mentioned a minute ago, as he was when the FHA interest rate 
was changed. They wanted some authority somewhere so that they 
would not completely stop GI loans as was done. There are two 
things mentioned here that will accomplish what you said. We ask 
first that money be put into FNMA. If money were put into FNMA 
today in California, in New Mexico we weal ion paying only a 4 _ 
cent discount, and you could get money if there were money in FNMA. 
If you put it in special assistance functions of FNMA, the builder 
then would pay only 2 points discount. 

Let. me comment on this appraisal system of the VA. I think it is 
one of the finest in the country. I think it is one of the best in the 
country. I think that this discount thing is going to destroy abso- 
lutely that fine appraisal system if something is not done about it. 

Let me give you an example. A builder builds 100 houses at a 
$12,000 loan on each. That means that builder is paying out of his 
pocket $96,000 in brokerage to finance that home. ‘That $96,000 is 
going to have an effect on the appraisal system of the Veterans’ 
Administration if something is not done about it. 

Mr. Kearney. I believe you made the statement a few seconds ago 
that this is going to expire within a few years. I do not know 
whether it is or not for the reason that I understand there have been 
several bills tossed into the hopper that word for word take up the 
Serviceman’s Readjustment Act of 1944 for this peacetime service. 
Frankly I am somewhat disturbed about it because that Serviceman’s 
Readjustment Act was for men who performed service in wartime. 
If we are going to continue this program from now on for every indi- 
vidual who enters the service for a 2-year tour of duty, I think we 
had better stop, look, and listen. 

Mr. Ayres. Will the gentleman yield ? 

Mr. Kearney. Yes. 

Mr. Ayres. Does not that man have to have a roof over his head 
the same as the man who served while we happened to be at war? 
Just for the sake of the record, there are 1,525,616 children of service 
families at the present time. There are 230,651 under 1 year of age 
and 680,369 from 1 to 5. You can give an awful good speech on being 
for the kiddies and wanting them to have a nice home, too. 

Mr. Kearney. That is, if you are running for an election. 

Mr. Ayres. We will be in 2 years. 

Mr. Kearney. I doubt that. There is quite a thought there as to 
whether or not we are going to continue this policy with all of these 
benefits under the GI bill of 1944 right down through peactime 
service throughout the years. 

Mr. Cotiins. The American Legion has no policy about that at all. 
As I explained to Congressman Saylor we feel that this entitlement 
for World War II veterans should be extended because we do not 
think it has had 10 years to run. I thought that Mr. Ayres’ remark 
about an expanded FHA program would take care of the people that 
you are talking of rather than a continuation of the GI home-loan 
program indefinitely. 

Mr. Kearney. I agree with you that something has to be done and 
Tam glad that our good chairman had the foresight to bring this bill 
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up first in the new Congress. The sooner we get at this situation 
the better off we are going to be. 

The Cuatrman. Mrs. Rogers? 

Mrs. Rogers. It is nice to see you again, Mr. Commander. 

Mr. Cours. It is nice to see you, Mrs. Rogers. 

Mrs. Rocers. It was wonderful to work with you. Do you feel that 
the Veterans’ Administration has done all that it could do in making 
loans? I understand it has $300 million unexpended at the present 
time. 

Mr. Coins. To say that they have done all they could do in every 
area, I could not answer that correctly. I can say that in my area 
where I live I think they have done the best they could do under the 
circumstances. I mentioned many things that entered into this prob- 
lem of getting that money out and the reasons why it is not put out 
other than just the Veterans’ Administration and the administration 
of the loans. Certainly in some areas which I hear about the program 
is not working perfectly at all and the money is not getting out but 
there are other factors that have to be considered besides just the VA 
in their direct-loan program and you cannot put the blame on any 
individual. It applies to a package problem, Mrs. Rogers. 

Mrs. Roerrs. In the city areas that are not direct-loan areas at the 
present time would you not extend the direct-loan program to them 
also ? 

Mr. Corutns. The committee felt, and this goes into a long subject, 
that it would be highly inflationary and yet for me to say that that is 
more inflationary than the Government insuring a billion dollars worth 
of tankers, or that it is more inflationary than the Federal Reserve, 
every time they think about it, increasing the discount rate, I do not 
know. We did not want the GI home-loan program ever to get to the 
point that it would compete with private business in those areas where 
private business could serve the veteran. That was the reason why we 
have always supported the direct-loan program in areas where other 
financing was not available. 

Mrs. Rogers. But you did want to make sure there were homes for 
the veterans. That was the idea of our legislation and your legislation. 
We worked together on it. 

Mr. Cotrrins. That is right. 

Mrs. Rocers. I do not know whether you agree with me but I see a 
tendency today to push the veterans-who served and fought for us into 
the background and bring nonveterans into the foreground. I think 
it is deplorable and most shocking. 

Mr. Corrins. Mrs. Rogers, a man can pay an $80-a-month payment 
on an automobile and there is no limitation to the number of credits. 
T am not against automobiles, but he cannot pay $80 a month on a 
home because the home is not available or the money to finance it. 
There is all the money in the world for automobiles and all kinds of 
financing and evidently interest rate means nothing to that. Every 
segment of this economy is getting funds except the home-loan 
program. a 

Mrs. Roacers. Everybody is getting legislation except the veterans. 

Mr. Kearney. Will the lady yield? 

Mrs. Rocers. I would be glad to yield. 

Mr. Kearney. You do not mean that the Government is loaning 
money on automobiles. 
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Mr. Coutins. No; I am talking about the automobile industry. 
They jumped to 614 million automobiles produced last year as against 
4 million the year before. The housing industry is going down and 
yet the population is growing. We are destroying two to four hun- 
dred thousand homes every year with fires and danciition and we 
are having an increase in population and we are not meeting the 
demand. 

Mrs. Rogers. How do you explain all the advantages that people 
have in buying automobiles instead of homes? 

Mr. Coututns. Mrs. Rogers, I noticed here in Washington in the 
paper that an automobile dealer was advertising a dollar down on a 
new automobile. What the interest rate is on it I do not know but 
there are bound to be terms that that man can afford and credit 
restrictions which he will fit into to allow him to buy the car on that 
kind of basis. 

Mrs. Rocers. They have to have the automobiles in order to get 
about, to get to work; is that right? 

Mr. Coins. That is right. 

Mrs. Rogers. Buses do not run in certain areas. 

Mr. Cottrns. But, Mrs. Rogers, we have a social problem in this 
country of furnishing homes to the people. There have to be homes 
for the people of America if this country is going to continue to be 
the America that you and I want it to be. 

We talk about the strength of this country. Why, the strength 
of this country certainly does not lie in the Army and Navy and 
Air Force and industry. The strength of this country is in the 
character of the American people and that is formed in the homes of 
America where you and I live and we are letting the people down 
if we are unable to give them money to buy homes. en a man 
buys a home he is a better citizen. He knows what it is to pay taxes 
then. He will goto the polls and vote. 

Mr. Ayres. The man is Republican then. 

Mr. Cotutns. I do not know. 

Mrs. Rogers. I understand the Legion is opposed to using the in- 
surance fund; is that correct? 

Mr. Cortins. No, ma’am. We have no policy on the insurance 
fund. In 1955 and 1956 the insurance advisory committee presented 
a report to the rehabilitation commission urging against the use of the 
national service life funds but they prefaced their statements by sayin 
that there was adequate money available for home mortgages, waa 
there was at that time. The report that the rehabilitation commission 
submitted to the national executive committee with this statement in 
there was received and filed so that therefore there is no mandate and 
there is no policy by the American Legion at this time. Now then, 
they met here in Washington in February. I have talked to several 
members of the committee and even though their policy was against it 
I am inclined to think that some of the members on the committee to 
whom I have talked will vote for the use of those funds if necessary 
to provide loans for veterans who are unable to get them. 

Mrs. Rogers. You do not think it is a dangerous precedent to use 


first the insurance fund and then the social-security fund and then 
other funds? 
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Mr. Coriins. I am not qualified to answer that, Mrs. Rogers. I 
wish I were. I have not gone into that national service life fund. 
We have an excellent committee Be that and they have made recom: 
mendations from time to time. I do not know. It may be a dan- 
gerous precedent. I am not qualified to say. ; 

Mrs. Rogers. I have enjoyed your testimony very much, 

Mr. Coturns. Thank you, Mrs. Rogers. 

The CuatrmMan. I would like to read a letter that I received this 
morning that was quite interesting to me and ask you to comment on 
it. It is from a very reputable company having offices in New York 
and in Virginia. 


Everyone in the home building and real estate mortgage finance business is 
very much aware that your commitee is now holding hearings on the possibility 
of raising the iriterest rate on VA mortgages. 

a a om * * * & 

In this connection I felt that perhaps it might be of some interest to you to 
hear our views which, although naturally biased in our own behalf, may carry 
some weight with you. 

It is our strong feeling that a raise in the VA interest rate at this time when 
there seems to be a prospect of the general money market easing would be a 
great error and a step in the wrong direction. 


Of ceurse we have testimony that the general money market is 
not going to ease. 


A review of what has happened to the general mortgage market since the FHA 
raised their rate to 5 percent is, I feel, very instructive. The general effect 
has been @ very slight increase in the market price of FHA-mortgages and a 
much sharper decline in the price of GI mortgages. Theoretically, of course, 
the price of GI mortgages at the time of the FHA increase should have remained 
exactly stable, and the price for FHA mortgages should have improved substan- 
tially. This did not prove to be the case. In 1953 a similar situation arose when 
the VA rate was changed from 4 percent to 4% percent, Within a few weeks after 
the increase the new 4%s were selling at almost the same low price as the 45 
had been selling prior to the increase. 

Accentuating this tendency of inéereasing the rates to depress the mortgage 
market has been the action of FNMA. Within a few days after the increase 
of the FHA rate to 5 percent, FNMA recognized the actuality of the market 
and aggravated the current very poor market conditions by substantially drop- 
ping the prices they were pay ing for VA mortgages while still paying considerably 
below par for the new FHA 5 percent mortgages. 

Our ‘selush viewpoint in the matter is that we hold a number of 414-percent 
GI mortgages, and an increase in the interest rate would further lower the 
value of these mortgages and result in a loss to us. As you can see, in this 
case our interest coincides with that of any new veteran purchaser. 

It should be obvious to you, and based on past statements we feel that you 
have a very sound knowledge of the mortgage situation im this country, that 
only 1 or 2 courses are practical: Either leave the rate as is or have no.ceiling 
at all on it. Small artificial changes in rate cannot produce any more capital 
in this country whereas if the rate was taken off entirely and a very large 
increasé took place it might very well change the saving and spending habits 
of the people as a whole and result in more capital formation as a result of the 
easing of the mortgage market. 

However, the time to take the lid off rates is not in a period of tight money. 
If this is the answer it should be done within the next period of easy money. 

In summary, it is our considered opinion that an increase in the GI rate at 
this present time would be very undesirable and would not result in any addi- 
tional funds being channeled into this market ; it would merely serve to depress 


the price on old 414-percent loans. 
A postscript says: 


Since the date of this letter FNMA has further depressed the 4%4-percent 
market by reducing their price by one-half percent, effective January 30. 
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Mr. Coutts. Well, I think he is exactly right. He mentions that 
he is looking at it from a selfish standpoint, which is true. ‘Thereis 
no question but what a man that is holding 414-percent mortgages 
feels that they are going to be worth so much. 

The Cramman. What do you predict will happen if the Congress 
should just amend the FHA loan law to give the veteran the same 


payment he has under the VA loan and Jeave the present: VA loan the 
way it is? 


Mr. Cornins. Say it again, please. 

The Cuamman. What would happen if you amended the FHA law 
so that a man who is a veteran could go to FHA and get a loan with 
the same downpayment that he gets ‘under VA law today and just 
leave the VA law’as it is? In other words, if the testimony is true 
that there is only a certain amount of money available, if we immedi, 
ately raise the 414 to 5 percent under VA this amount of money that 
has been committed, and we have had testimony that it is a consider- 
able amount, most of the money having a saving clause in it, then. the 
veterans who have those commitments s will immediately have to pay 
the lower rate. We can leave it as it is and let them get'the! cheaper 
rate and any new veteran could go to FHA and get his loan. there. 

Mr. Cotuins. Mr. Teague, if you left the VA rate where it is, — 
program would completely dry u 

The mame, When would it dry up? 

Mr. Cours. Within 60 days, because you have heard couloir 
here and I am sure it is a fact that, if our own Government agency 
ene it is worth 10 points discount ‘for advance commitments under 
FNMA, that must be its market value if they are complying with the 
law under which they are authorized so that if you leave it at,41% 
and liberalize FHA you will kill the GI home-loan program. : -. > 

The CHairman. | think we had testimony that there is about $900 
million in advance commitments by the insurance people. That would 
not all be gone in 60 days. 

Mr. Coxirns. That will go largely to FHA loans. I do not know 
of any insurance commitments in my area to buy GI loans at 414 
percent. There have been some come in for FHA. ye! 

The Cuaiman. I might have misunderstood the testimony, but s 
thought it was committed to the VA program. 

Mr. Coutins. I may be wrong, but there is not an insurance. com: 
pany that operates in the State of New Mexico—and_all the major 
ones do—that is in the market today for VA loans except at a tenalie 
discount of about 8 points. 

The Cuairman. I see no difference as far! as the! veteran. is. con 
cerned if he gets it from FHA or VA if he gets the same thing.': >. |: 

Mr. Couns. There is a half point of mortgage insurance difference, 

The CHarrman., It is a half. -point insurance difference. if’ we’ go 
ahead and raise the rates for all these boys who have advance com- 
mitments. 

Mr. Cotxins. If there is just so much money as they say there is, the 
only thing you would do by increasing the VA rate would. give: him 
the same opportunity as the nonveteran to get that portion of money 
which is going to flow in home loans, whether we like it or not, through 
savings and loan associations and other firms that have to. investi in 





those loans. It would not make any difference. There would not’ be 
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any more money if he got an FHA or VA loan. It would make a dif- 
ference to the veteran because, if he got an FHA loan today under 
5-percent interest, there would still be the discount problem. 

The CHarrman. Would it not then be to the interest of the veteran 

pulation to amend the FHA law where he can get the 5-percent loan 
but still protect him in the 414 percent at the present moment ? 

Mr. Cotuins. You would not be protecting but destroying it. 

The Cuatmrman. You are giving him a chance to get it at FHA at 
the same price. 

Mr. Coxirns. That is right. 

Mr. Sisk. Mr. Chairman ? 

The Cuarrman. Mr. Sisk? 

Mr. Sisk. We have the testimony here to the effect that there is 


__ close to $1 billion of commitments in so-called warehouse loans which 
would certainly be affected if we did increase the rate, to the detriment 


not only of the veteran but, in my opinion, of course, it would hurt a 
lot of builders, too. 

The Caarrman. Looking strictly at the veteran’s side of it, would 
we not be doing the proper thing to protect the veteran to give the 
new veteran a chance to get the loan under FHA? 

Mr. Cottrns. I do not know whether I can answer that or not. I 
can say, though, that as far as protecting the veteran by retaining 
his rate at 41% percent, he could get a loan if it were available at 4 
— today. He does not have to accept the 414-percent loan if 

could get the money somewhere. Of course, we know he cannot. 
If it were raised to 5 percent he could get it at 414 if it were available. 

In other words, the 414 percent is a maximum rate. If he could 
arrange his financing to buy it at a lesser amount he could do it today 
at 4 or 314 percent if the money were available. 

The Cuarmman. Are there any other questions? 

Mr. Weaver. Mr. Collins, as a builder, what was your experience 
immediately preceding the increase in the FHA rate as to the avail- 
ability of funds for VA loans? 

Mr. Corts. It was the same as FHA at the same discount of about 
4 points. 

r. Weaver. I noticed that in your statement and verbally you 
stated that everything has happened since the FHA rates were in- 
creased. Was it your feeling that, had the FHA rate not been in- 
creased, we would not find ourselves in perhaps the dilemma that we 
are as to the availability of funds for VA loans? 

Mr. Couttins. I know that, if the FHA rate had not been increased, 
discounts would probably have increased because of the competition 
that ‘the building industry is having to compete with from all these 
other sources. 

Mr. Weaver. On both of them ? 

Mr. Corzins. On both of them. The only thing I say is that what- 
ever affects the VA program affects the FHA program and the whole 
thing in a package because one is guaranteed and the other is insured 
by the Government, so that what affects one affects the other and, if 
you increase the interest rate on one and not the other, you dry up 
the funds on the other. 

Mr. Weaver. Thank you. 

Mr. Corturns. But the veteran cannot pay the downpayment re- 
quired under FHA today to buy even at 5 percent. 
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The Cuarrman. Mr. Collins, I do not think I ever got: my point over 
to you. Say today that you are a veteran with an advance commit-” 
ment and a saving clause in your commitment that, if the interest rate 
goes up, you pay the higher rate. That means somewhere from $500 
to $1,000 on your home. We have had 300 letters from veterans and 
I do not know how many telephone calls saying, “Do not increase the 
rate because we have advance commitments.” ‘That is the reason 
I was suggesting leaving the VA program as it is and letting the other 
veteran go to FHA. 

Mr. Corzins. You put a time limit on it. You leave it as it is until 
those veterans who are obligated to buy have been completed and let 
the interest rate not be effective until after those loans had all been 
completed and closed. 

The CHarrman. Mr. Kearney? 

Mr. Kearney. That was what I wanted to ask, Mr. Chairman. 

The Cuarrman. Are there any other questions? We appreciate 
your coming up to testify. 

Mr. Couiins. Thank you very much. I appreciate very much the 
opportunity to appear here. 

The Cuamman. Mr. King, we have about 15 minutes. Would you 
rather have more time? 

Mr. Kina. Mr. Chairman, if you would prefer, it would be my pref- 
erence to have more time and come in Monday Cre 

The Carman. Mr. Stover, would you prefer to take 15 minutes? 

Mr. Srover. 15 minutes would be fine. 

The Cuarmman. Our next witness is Mr. Francis Stover, represent- 
ing the Veterans of Foreign Wars. 


STATEMENT OF FRANCIS W. STOVER, COUNSEL, NATIONAL LEGIS- 
LATIVE SERVICE, VETERANS OF FOREIGN WARS OF THE UNITED 
STATES 


The CHatrmMan. Would you tell us a little about how your statement 
was formed, how the conclusions were arrived at ? 

Mr. Stover. Yes, sir. This statement is a composite effort of our 
office here in Washington and the finished product 1s that of Mr. Omar 
B. Ketchum who is the national legislative director and also the 
director of rehabilitation and welfare. Mr. Ketchum, after being noti- 
fied of this meeting here today, sent a communication or letters to 
every State department of our organization in the United States. He 
also has carried on other interviews and communications with our 
national officers. This is the finished product of his study and effort in 
this legislation before you at this time. 

My name is Francis W. Stover. I am the legal counsel to the 
National Legislative Service. 

Mr. Ketchum has requested that I send his regrets as he was un- 
avoidably called away at the very last moment this morning. 

I appreciate this opportunity to present the views, as I interpret 
them, of the Veterans of Foreign Wars of the United States on the 
subject under consideration by this committee—the veterans’ home- 
loan program. 

I shall not pontificate on the tight money market and the reasons for 
such a market. I have no desire to consume the time of the committee 
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by:a repetition of what you already know and what has been and will 
be said over and over again. Instead, I will remind you of what Presi- 
dent Grover Cleveland once said, “This is a condition and not a theory 
with which we are confronted.” 

') First; I am not too sure that this subject is of great interest to any 
large number of veterans. Most of the communications and calls 
my office has received came from persons directly interested in build- 
ing, selling, or financing homes, and persons involved in the adminis- 
tration of the various loan programs. Very few veterans, as such, have 
expressed any interest one way or another. In fact, I sent out a bulle- 
tin to our 48 State departments advising them of this hearing and 
inviting comments and/or recommendations. The response, or lack 
of response, seems to indicate very little interest. 

The 57th annual national encampment of the Veterans of Foreign 
Wars, held in August 1956, in Dallas, Tex., adopted some resolutions 
pertaining to the veteran home-loan program and five of these resolu- 
tions are very pertinent to this hearing. A digest of each of the ‘five 
resolutions reads as follows: 

(a) Extension to July 25, 1962, and/or until the need ceases to exist 
of the authority to make, guarantee, and insure loans under title ITI 
of the Servicemen’s Readjustment Act of 1944, as amended; 

(b) Extension to June 30, 1959, of the direct-loan program, and pro- 
vision for the necessary funds; 

(c) Extension of home-loan provisions of the Servicemen’s Read- 
justment Act of 1944 to veterans of World War I and their widows; 

(d) That the Administrator of Veterans’ Affairs shall not refer any 
direct-loan application received by him subsequent to January 1, 1957, 
to the voluntary home mortgage credit program prior to the approval 
or rejection of such direct loan application by the Administrator ; and 

(e) That the interest rate on loans guaranteed, insured, or made by 
the Veterans’ Administration shall not exceed 4 percent per annum. 

Taking thought of our national resolutions, therefore, would indicate 
that instead of increasing the GI loan interest rate, the VF W conven- 
tion delegates last year thought it should be rolled back to 4 percent. 
Consequently, I could not recommend an increase from 41% to 5 percent. 
I realize, however, that conditions change and the circumstances and 
availability of loan funds may be quite different today than when 
the VFW resolution was considered and approved last. summer. 

Your committee, the Congress, the Administration, and the VF W 
should try to be realistic in the approach to any veterans’ problem. 
The veterans’ home loan problem as we interpret it involves a shrink- 
ing of private funds for GI loans, because of several factors, and a 
growing demand to restore a flow of funds by increasing the interest 
rate. The FHA rate increase is used as an argument to increase the 
veterans loan rate. The Congress, in trying to determine the proper 
course, will no doubt give careful consideration to several questions. 

First, Does the present 414 percent interest rate reflect true costs of 
the GI loans to veterans? Second, How widespread is the imposition 
of discounts involving veterans’ home loans and what is the average 
additional price to the veteran as a result of discounts? Third, Is 
there any assurance that an increase in the interest rate from 414 to 5 
percent will make available a substantial flow of new money into GI 
loans? Fourth, Will an increase make unnecessary the practice of 
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discounts? Fifth, Is a greatly expanded Government direct-loan 

rogram the proper alternative to a tight money. market; and, sixth, 
What would be a reasonable incentive to produce a flow of private 
funds for GI loans? 

The VFW is of the opinion that the present 444 percent interest 
rate does not reflect the true cost of the average GI loan because 
of the growing practice of discounts which range up to 12 percent 
in some areas, according to our information. We doubt if an 
increase of 14 percent in the interest rate will produce any substan- 
tial increase in the flow of private funds into GI loans. We also doubt 
whether the alternative of a wide open Government direct-loan pro- 
gram is the correct answer. Such an alternative might encourage the 
release of inflationary forces that could do the veterans more harm 
than good. We suggest as an incentive to encouraging the flow of 
pesvene funds into GI loans the use of a tax-exemption device which 
has been successful in the sale of municipal bonds. 

The VFW, in addition to the recommendations outlined in our con- 
vention resolutions, offers the following suggestions: 

1. If it is decided to increase the interest rate to 5 percent, assur- 
ance should be obtained from responsible spokesmen for private 
lenders that new funds will be made available and the Administrator 
of Veterans’ Affairs should be given discretionary power to “outlaw” 
discounts on GI loans. 

2. The Government direct-loan program should be liberalized be- 
yond its present extent but controlled and used only when private 
funds are not readily available in any area. The additional funds 
could be obtained by using 20 or 25 percent of NSLI reserve funds, 
with proper safeguards against loss to the policyholders. 

3. The interest rate could be established at 4 percent or maintained 
at the current 414 percent with a tax exemption on a portion of the 
interest yield as an incentive to encourage a flow of private money. 

It is believed that a tax exemption on 214 or 3 percent of the interest 
yield would serve the best interests of the veterans, the lenders and 
the Government rather than either a boost in the interest rate or a wide 
open direct loan program. Tax exemption would not encourage infla- 


- tion but might encourage investments in GI loans. It would mean, 


of course, the loss of some tax revenue to the Government but with the 
possibility of reduced Government spending which would appeal to 
many. 

In conclusion, may I again express our appreciation for this invita- 
tion and point out that there does not seem to be any great concern 
among veterans at this time with respect to the home-loan program. 

The Cuarrman. Mr. Stover, Iam sure you heard the many questions 
that were asked Mr. Collins. 

Mr. Srover. Yes. 

The Cnamman. Do you care to comment on any of those questions ? 

Mr. Srover. The only comment that IT would like to make in refer- 
ence to the tax exemption recommendation that has just been outlined 
here is that, as I understand it, the GI mortgage is not able to com- 
pete with all these other types of investments that are being bought 
and sold in the market, It is our purpose to make the GI mortgage 
so attractive or at least attractive enough so that it can compete with 
the other forms of investments such as Government bonds and short- 
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term contracts on automobiles and all the other financial instruments 
that are bought and sold in the market. 

The Cuamman. Are there any questions by members of the com- 
mittee ? 

Mr. Harry. Mr. Chairman. 

The Cuamman. Mr. Haley. 

Mr. Hater. I would just like to say to the witness that I am quite 
interested in the statement he makes here that the loss of some tax 
revenue to the Government would result but that the possibility of 
this reduced Government spending would appeal tomany. I think the 
restriction of Government spending would appeal to practically every- 
body in America but it does not seem that anybody in high Govern- 
ment authority or the present administration seems to be very much 
interested in that phase of the situation. I am sure you realize that 
we have just received a budget from the Executive calling for an 
expenditure of approximately $72 billion so that I do not think that 
that would deter them any at all. 

Mr. Ayres. Mr. Stover, you state here that Mr. Ketchum sent out 
a notice to the 48 States advising them of the hearing and inviting 
comments or recommendations and the response or lack of response 
seemed to indicate very little interest. 

Mr. Stover. That is right, sir. 

Mr. Ayres. In view of that statement, do you feel that we shoula 
make any effort to continue the program ? 

Mr. Stover. Well, I am not prepared to answer that directly. I 
do not have the authority to do that but I can say that, based on the 
experience here, it may be that a large number of veterans have either 
used their benefit or, if they did not take advantage of the GI loan 
program, they bought their homes in some other manner. 

Mr. Ayres. Of course there are millions and millions of veterans 
who do not belong to your organization and they are perhaps the ones 
we are hearing from. 

Mr. Srover. Our organization is also restricted to members who 
served overseas in wartime and actually we have 114 million members. 

Mr. Ayres. I tried to impress on Mr. Ketchum last spring that I 
thought his point of view did not speak for the veterans and he 
called me an archvillain. Tell him I do hope that he does not do 
that this time. 

Mr. Srover. Of course we get complaints from veterans who are 
not members of our organization and we perform services for them. 

Mrs. Rogers. You help the veterans whether or not they belong to 
your organization ? 

Mr. Stover. That is right. We help them. It does not make any 
difference whether they belong or not. 

Mrs. Rocers. I think, Mr. Ketchum has deplored the discount. 

Mr. Srover. Yes, he does. It is a vicious practice that we would 
like to see cease as soon as possible. 

Mrs. Rocrrs. Do you feel that the VA has processed all the loans 
that it is able to process? 

Mr. Stover. Do you mean on the direct-loan program ? 

Mrs. Rogers. Yes; the $300 million in the fund. 

Mr. Srover. We have a resolution which asks that the Administra- 
tor of Veterans’ Affairs not refer these direct loans to this voluntary 
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home mortgage credit program and make his decision before that be- 
cause of that reason. 

Mrs. Rogers. That would keep it in his own hands. 

Mr. Stover. There is a lot of delay and by the time they get around 
to buy the home other conditions have arisen and they cannot take 
advantage of it. 

Mrs. Rogers. I do not understand why that money has not been 
used. Although it would not cover many homes it would do a great 
deal of good. 

Mr. Stover. I alg with you very much. 

Mrs. Rocrrs. You testify next Pecoday, do you not, before the 
committee? 

Mr. Stover. Our commander in chief will be here next Tuesday. I 
will be here to give him some moral support I hope. 

Mrs. Rogers. Thank you. 

Thank you very much, Mr. Chairman. 

Mr. Suvurorp (presiding). Mr. Sisk? 

Mr. Stsk. I have no further questions. 

Mr. Suurorp. We appreciate your coming, Mr. Stover. 

The committee will be adjourned until 10 o’clock on Monday next. 

(Whereupon, at 12:05 p. m., the committee recessed to reconvene 
at 10 a. m., on Monday, February 4, 1957.) 





INTEREST RATES ON. VETERANS’ ADMINISTRATION 
GUARANTEED AND DIRECT LOANS—USE. OF NA- 
TIONAL SERVICE LIFE INSURANCE TRUST FOR 
LOANS—DISCOUNT PRACTICES—OPERATIONS OF 
VHMCP 


MONDAY, FEBRUARY 4, 1957 


Hovst or REPRESENTATIVES, 
ComMMITYEE ON VereraAns’ APrrarrs, 
Washington, D.C. . 

The committee met at 10 a, m., pursuant to recess, in room 356, Old 
House Office Building, Hon. Olin E. Teague (chairman) presiding, 

Mr. Suurorp (presiding). .The Committee on Veterans’ A ffairs will 
come to order. 

Mr. King, counsel for the United States Savings and Loan League, I 
believe, is the.first witness we have this morning. 

Mr. King, will you please come forward and bring your associate, 
if you desire, and introduce him, please, sir. 


STATEMENTS OF T. BERT KING, WASHINGTON COUNSEL, AND 
STEPHEN SLIPHER, VICE PRESIDENT AND MANAGER, WASH- 
INGTON OFFICE, UNITED STATES SAVINGS AND LOAN LEAGUE 


Mr. Kine. Mr. Chairman and ladies. and gentlemen of the com; 
mittee, my name is T. Bert King. 1am Washington counsel for. the 
United States Savings and Loan League. I have with me here, Mr. 
Chairman, Mr. Stephen Slipher, who is vice president of the league 
and manager of its Washington office. 

I am honored.to be here in response to your invitation that the 
league state its views on the questions before your committee relating 
to the home-loan guaranty program of the Veterans’ Administration. 

The league has many times appeared before this committee, by 
various representatives over the past’ decade in response to similar 
invitations, and is happy to attest again to the unwavering, support 
which it has supplied from the outset to the GI home-loan program. 
I, too, as some of you will recall, had the pleasure of appearing’ before 
you at various times in years past as director of the loan-guaranty 
program of the Veterans’ Administration. ; 

The savings and loan industry represented by the United States 
Savings and Loan League comprises some 6,000 and more local insti+ 
tutions having an asset value in excess of $42 billion. . These instite- 
tions hold nearly three-eighths of the outstanding single-family home 
mortgage debt of $96 billion. More than any other segment of the 
financial institutions of this country, their assets are invested in home 
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mortgage loans. Their participation has proven a source of steady 
strength to the GI-loan program from its beginning. In the year 1956 
it made approximately 20 percent of all the home loans guaranteed 
by the VA in that year, and nearly 20 percent of all the mortgage loan 
holdings of the savings and loan industry are currently in GI loans. 

These percentages explain the close concern those the league repre- 
sents have in the current inability of GI loans to compete ratewise 
with the yield pattern that has prevailed for some months past in 
the residential mortgage field. That concern, I would like to stress, 
is not based on any gain the members of the industry will accrue due 
to an increase in the GI rate. In today’s market, our members have 
ample opportunity to invest their assets in conventional loans at rates 
above 5 percent. Their augmented participation in the making of 
GI loans at a 5 percent rate would therefore entail a reduction in 
dollar income, rather than a gain. 

Mr. Suurorp. Mr. King, at that point, do you feel that an increase 
to 5 percent would not increase the loans to the veterans? 

Mr. Kine. No, sir. I think definitely an increase to 5 percent would 
increase the number of loans to veterans. 

Mr. Suurorp. Even though you are presently getting more than 
5 percent interest on your money ? 

r. Kina. Yes, sir. I think so. I think that an increase to 5 per- 
cent at this time, Mr. Chairman, would result in a fairly substantial 
inflow of money to the GI-loan program as compared with any volume 
that is likely to flow into that program from this point out at the 
41% percent rate. 

Mr. Suvurorp. Have you noticed any increased flow into the FHA 
mortgage field since it increased its interest rate to 5 percent? 

Mr. Kina. I have not a very close memory as to what, if any, in- 
crease there was in that program, Mr. Chairman. I would not con- 
sider the question very significant for the reasons which were ex- 
plained by various industry witnesses last week, namely that it takes 

uite a while for this faucet to turn off and on. It takes anywhere 
m 8 to 6 months to have a source of mortgage supply flowing in 
a normal pattern after a significant change that affects its flow. 

Mr. Suurorp. I did not wish to carry that too far at this time. You 
may finish your statement. 

Mr. Krna. Yes, sir. We can well understand a reluctance on the 
part of any congressional group, and particularly of this committee, 
to advocate a step which means that those veterans who will there- 
after use their GI home-loan benefit will face an increased cost for 
the credit which will enable them to exercise their special statutory 
privilege. But obviously, that reluctance should not carry forward 
to'a point where its consequence risks a detriment rather than a bene- 
fit to those with whose welfare you are concerned. 

This is the second time since the advent of the GI home-loan pro- 
gram that competing demands for credit from other segments of the 
economy have left the GI rate far behind, to a point where the GI 
Joan program has been throttled. On the first such occasion, in 1953, 
many of the same deterrents that influence you today argued then 
against endorsing a rate increase, as did other factors no longer for 
application in the present setting. Ultimately, at that time, admin- 
istrative action was taken, under a leeway that no longer exists, to 
raise the rate to 414 percent. 
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Since that action, the GI program has enjoyed nearly 3 years of 
unprecedented volume with a minimum of assistance from other Gov- 
ernment-supported programs. Some 1,331,700 World War II and 
403,000 Korean veterans have in the meantime acquired homes through’ 
their guaranties at interest rates and loan terms which have been more 
favorable than those generally available to any other group. 

The second such instance faced you upon your return to Washington 
for the present session. In your absence the enormous credit demands. 
of various business groups has pressed the interest rate upward to a 
new plateau. 

To illustrate, the base rate—long-term Governments—went from 
2.89 average in June 1956, in terms of yield, to 3.36 last month. And 
I give you a paragraph here showing yield gains during that period 
on the short. terms up to a full point and on the long terms up to a half 
point. This situation has been made an a fortiori case by reason of the 
Treasury action last Friday announcing a 314-percent rate on a new 
long-term issue. 

In May or June the Treasury had to pay just about 2.20 on 90-day 
bills, and recently had to pay approximately 3.30. Yields have moved 
up all along the lati In recognition of this, FHA, as you know, felt: 
it imperative to raise its base rate to 5 percent a month or two ago. 

Distasteful as it may be to move the GI interest rate into line with 
this competition, the alternatives are more so. There seem to be three 
available alternatives: (1) to inject more direct Government credit 
into the picture; (2) to do nothing—that is, to hold the rate at 4144 
pont and (3) to shift the program to FHA under liberalized loan 

imits, 

Mr. Suurorp. May I interrupt there as to your third alternative, 
to shift the program to FHA under liberalized loan limits. To what 
do you have reference there ? 

Mr. Kine. I have reference to various patterns, Mr. Chairman, 
which contemplate the shifting of the VA loan program to FHA 
under a recasting of present FHA loan limits which will permit acqui- 
sition of homes by the entire population at downpayments from 2 
percent up. 

Mr. Suurorp. Do you contemplate under your liberalized loan lim- 
its an increase in the FHA interest rate or to take the ceiling off 
entirely from FHA ¢ 

Mr. Kine. Mr. Chairman, this particular alternative we are dis- 
cussing is not a peepee of my own or of those I represent. I am 
discussing what has appeared in the picture as possible alternatives. 

Mr. Suvrorp. I see. Thank you, 

Mr. Kine. Let us go back to each of these alternatives and hold 
them up to the light for a minute to see what they will involve. 

First, the injection of further Government credit into the picture, 
whether it be by direct lending, through national service life insur- 
ance funds, or through further capitalization of FNMA, promises to 
vitiate the benefit thereby intended to veterans by pushing up the 
pe of their houses. You have heard much testimony here, clearly 

ringing out the fact that extra money you would seek to induct into 
the picture must all come from the same place, and, further, that when 
you inject more money into the credit stream in a setting where full 
use is already made of available material supply, you thereby build up 
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costs and prices. And there is no current softness in the price of the 
materials that go into the average home. The lessened demand of a 

lower volume of new home construction has been more than taken up 

by the high rate of other construction. 

- The dollar factor a veteran would be saved by the 414-percent direct 
or FNMA-purchased loan could be very quickly offset by the resultant 
increase in the cost of his new home. 

‘The second alternative—that of inaction—is hardly less unpalatable. 
You thereby would render largely inoperative the home-loan benefit 
for both the World War II and Korean veterans. You have heard 
testimony that advance commitments for GI loans are drying up fast 
throughout the country. Veterans seeking either new or old homes 
after this date, barring a GI-rate increase, will either not get a home or 
will have to produce the larger downpayment normally required for a 
conventional loan, or will have to take the much less advantageous 
FHA loan. 

The third alternative set forth above will have the effect of both 
inflating prices to veterans and of devitalizing their loan-guaranty 
rights. That is the proposal to increase FHA loan limits or, con- 
versely, to lower FHA downpayments, which is the point we were just 
discussing, Mr. Chairman. 

Conceivably, in a completely different economic setting than that 
which apparently lies ahead, such a step might be advocated to bolster 
a badly sagging economy. Its urgency might then excuse the excesses 
it would invite. But to inject it into the present setting would sacri- 
fice other policies and objectives which are barely succeeding at this 
time to stave off or to hold back the forces of inflation. A partial 
listing of the first accomplishments which could be laid to the door of 
this proposal, were it activated, are as follows: 

1. It would devitalize the veterans’ home-loan benefit—the 414- 
percent rate would be completely noncompetitive. The veteran “pro- 
tected” by retention of the 414-percent rate would have to pay the 
514 percent FHA equivalent—5 percent interest plus one-half percent 
loan insurance. 

2. It would threaten the stability of the equity acquired by many of 
the millions of veterans in the homes they have so far bought under 
the GI-loan program, as it would inevitably lead to overbuilding and 
saturation in many places. 

3. It would add no money, but would build up the demand for money 
with resultant upward pressure on the yield structure. 

4. If it was coupled with FNMA support it would build up an added 
demand for already scarce construction materials and labor which 
would kite prices to new homeowners. 

5. It would imperil the success of the forces mustered to oppose 
inflation. 

6. It would take away a prop against deflation by invading future 
markets through pushing forward the “bottom of the barrel” type of 
demand. 

Apart from these many and to my mind quite persuasive considera- 
tions, it would seem most needful to predicate any such potent stimu- 
lant to housing credit as a lowering of FHA downpayments upon a 
far better area-by-area study than any I have so far been privileged 
to see. Only national statistics, which are quite inaccurate indicators, 
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seem to be available. From place to place sizable numbers of new 
units overhang the current market. Dependent upon “who you're 
neutral for” this is said to be due to lack of mortgage money or to 
lack of customers. If to lack of mortgage money, lower downpay- 
ments is not the palliative—by premise, they are not needed. And if 
to lack of customers, lower downpayments would not put a single 
added dollar into the equation. I can more readily believe it might 
take some out. ; 

Two or three weeks ago F: W. Dodge Co, came out with the news 
that 1956 residential construction for the 37 States east of the Rockies 
was off 4. percent from 1955. Only a 4-percent drop from a record year, 
a year in which there was a very substantial rise in gross national 
product. 

Reading again from that F. W. Dodge report we learn that the fall 
off was made up: abundantly in other construction. And we are told 
that a further drop may come this year because money, labor, and 
materials are all employed otherwise. 

Talking about a further drop in home building, do minor setbacks 
of this kind warrant further Government stimulation ? 

It is for consideration also, it seems to me, whether we are not 
‘building on an experience not yet garnered, with a confidence not yet 
warranted. Along that line of thinking it may be well to recall: 

1. A long period of ree prosperity has fostered an un- 
precedented increase in homeownership and im the acquisition of 
equity and improved ability to pay consequent on both rising prices 
and rising wage levels. 

2. These records have been reached through mortgage credit factors 
which, though extremely liberal, have largely in fact been very much 
less risky than that proposed, speaking in terms of percentages. 

3. They were far less risky than that proposed for the added reason 
that they were injected into the economy at a time of relatively low 
economic levels, rather than at the inflated heights from which they 
are now proposed to be launched. 

4, They are still pregnant with the risks and excesses which they 
involved, and have yet to stand the test of stress. All the hay is 
not yet in the barn. 

The range of these risks is more apparent when you think of the 
fact that average construction cost of all one-family houses built in 
1946 was $5,525 against an average of $12,150 for the first 9 months 
of 1956, and your committee heard testimony 1 day last week which 
compared a 75-percent rise in dwelling unit construction costs over 
that period, 1946 to 1956, to a 41-percent rise in the Consumer Price 
Index and a 48-percent rise in the Wholesale Price Index. And we 
should think hard on the fact that the 1946 loan average of VA was 
$5,590 and is now $11,500; and on the fact that it is predicted that 
the median price on new residential construction for 1957, an average 
arrived at independent of what the Congress might do in the mean- 
time, I believe, will be $15,200, up from $14,600 in 1956, in turn up 
$1,400 over 1955; and on the fact that the man who buys that home 
under the currently popular 30-year term will have retired only 5 
percent of his indebtedness in the first 3 years of his “ownership” and 
will have repaid less than one-fifth of his principal debt after 10 
years—not enough to offset physical depreciation. 
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In large measure the GI-home-loan program has served its ordained 


p “to assist in the readjustment of returning servicemen to 
civilian life.” Certainly that is largely true as to World War II 
veterans—less true as to Korean veterans. That was all evaluated 
and deliberated upon last year during consideration of the various bills 
offered relative to extension of the GI-loan program, and a compro- 
mise was worked out that evolves an orderly termination seauence. 

But it is difficult to see any significance in that sequence or in the 
considerations that led to its adoption which warrants either the de- 
struction of that program at the present time through retention of 
the 414 percent rate, or the launching of a duplicate and overlappin 
program in its place—a program which will cancel out the agree 
termination schedule by legislative fiat, and which, ironically, will 
see veterans paying 514 percent rather than 5 percent. And which, 
by, the way, lacks the protective feature of the finding of reasonable 
value. 

It is our hope and conviction that when this committee has dwelt 
upon these considerations and the testimony others have had to offer 
during these hearings, it will reach the conclusion that the most salu- 
tary step that it can take to resolve the problems before it related to 
the housing benefit of World War II and Korean veterans would be 
to recommend an increase in the interest rate which now obtains on 
such loans. Only thereby will many more veterans be enabled to 
acquire homes at interest rates which will continue to be more favor- 
able than those they are likely otherwise to obtain. 

Now, Mr. Chairman, I would like to add just one other comment 
in closing my statement. 

I note that last Thursday or Wednesday the Federal National 
Mortgage Association, an organization sponsored by the Government, 
using Government funds to help out this secondary mortgage market, 
announced that it was lowering the price it would pay for 414 percent 
VA loans; lowering it to 934%. That means the best market indicator 
that we have is saying that these loans are worth 9314 competitively, 
pricewise, in the current market. I submit to you that in the face 
of that finding no one who is in the position of having to invest other 
people’s funds, which is the case with respect to practically everybod 
making mortgage loans, has any legal right to make a 414 percent V. 
loan at any price near close to par. 

I would like to close by putting in the record and reading, if I may, 
a very short statement which reflects the position of the United States 
League on these things as adopted by the legislative conference in 
ue span conference which it had here in Washington last week. 

t reads: 


The league supports the GI loan program and endorses the American Legion 
proposal for a gradual termination of the program with each veteran’s addi- 
tional period of eligibility based upon his length of military service. The sharp 
rise in interest rates in all categories makes it imperative that the interest 
rate on GI loans be raised if the program is to continue in any substantial volume. 
While there is merit in some proposals to provide for flexibility or formula- 
type interest rate adjustments the flow of funds to veterans has deteriorated 
so markedly that an immediate adjustment to 5 percent is essential. The league 
restates its opposition to ans transfer of the VA loan program to the FHA or 
merger of two activities. The GI loan program is basically a veteran’s benefit 
rather than a home-building stimulus and the entire question of the liberalized 
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FHA program should be considered quite apart from the determination of the 
GI loan guaranty program. 

I thank you, Mr. Chairman. 

Mr. Suurorp. Mr. Ayres, have you any questions ? 

Mr. Ayres. Mr. King, we heard testimony last week from one of 
the veterans’ organizations in which they said this: 

In conclusion, may I again express our appreciation for this invitation and 
point out that there does not seem to be any great concern among veterans at 
this time with respect to the home loan program. 

Do you feel that there is a huge market still out there? 

Mr. Kina. Congressman Ayres, as you know, I am long gone from 
scenes in which I had access to correspondence or other records which 
would put me in close contact with the information for which you 
ask me. I do think that there is both a sufficient demand and a 
sufficient series of periods in which home loan guaranties under this 
program were unavailable so that the rights of World War II vet- 
erans should be handled very banstitaratoly and under a very orderly 
sequence or arrangement for expiration. There were several bills 
introduced into Conrgess last year that would have done just that. 
As to Korean veterans, I am perfectly sure, partly because of their 
age groupings, that they have not had any adequate opportunity to 
use the benefit that Congress was good enough to vote out for them 
several years back. 


Mr. Ayres. You are against liberalizing the FHA program. Am 
I right in that deduction ¢ 

Mr. Krna. I am opposed to it at this time, Congressman Ayres, for 
the reasons stated here, namely, that it is a bad time to do anything 
like that. Mr. Slipher, would you like to add a comment? 

Mr. Streuer. The United States League is opposed to the liberali- 
zation. We were actuaily opposed to the liberalization in 1954. 

I think one interesting thing to point out is that FHA insured more 
loans in the period before 1954 than it has since, so that the liberali- 
zation terms in 1954 did not increase FHA lending. In other words, 
the size of the Seat eae is not the controlling thing. It is the 
competitive factor. There were 489,000 homes started in 1951 with 
FHA loans. That is more than were started in the 2 years after they 
liberalized it, so that it is pretty clear that liberalizing the loan terms 
will not by itself produce any more homes. 

Mr. Ayres. It was mentioned last week also that the way our draft 
laws are working now, it is quite changed from what it was in World 
War II, and I was amazed to learn that there are roughly 64,000 men 
being discharged every month now. Out of that 64,000 a little over 
a fourth of them are married. The group coming out starting this 
month are not entitled to any benefits. e will have approximately 
16,000 young men and their wives, representing about 8,000 children, 


‘who are getting out of the service where you do not save much money 


on a corporal or sergeant’s pay. Now the continuation of the GI 
rogram, even though mortgage money is available, is not going to 
elp that group of citizens; and my point in working to liberalize the 

downpayment structure in FHA was that we have a larger segment 

of our society that are not going to be able to get together on that. 

We have taken 2 years out of the boy’s life. He comes out actually 

burdened with debt. I do not know where he is going to turn. 

88114—57——_20 
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Mr. Kine. I have no position on that, Congressman Ayres. I do 
think, though, that it very likely would do him a disservice to put 
him into the market at the present time with the economy in: such 
high gear. 

co a long way back, one of the things that threatened ‘to hurt 
the GI loan program was that they ran both the FHA and GI loan 
programs down the same road together neck and neck. It built prices 
up very fast but fortunately this 10-year period of unprecedented pros- 
perity has erased that building up and we are on still higher ground 
and many of those boys that had to take then what, was an inflated 
price for houses now have a very substantial equity in their homes.or 
have since sold their houses at a very substantial profit. You are in- 
jecting the same sort of influence over again. It would seem to me 
to be, consequent on the figures I reflected here for another purpose, 
a very dangerous point at which to do it. 

Now, I could very well appreciate having in the bag ready for use 
in the event of a setback some further liberalization of home lending 
terms, but I just think that anyone who does it now ought to put,on 
gloves and realize that they are handling dynamite, which may be a 
very dramatic way of speaking, but I think it reflects the fact that very 
serious consequences could evolve. I think the FHA loan payments as 
they are today are as liberal as the rates which were accorded to 80 
percent of World War IT veterans in their exercise of their guarantee 
rights. I threw that 80 percent out as a guess. VA can give you the 
exact figures. 

I mention this also: You have areas in which, by reason of these very 
servicable rights that are in this loan guarantee program, have a very 
high percentage of veteran ownership of one-family houses. If you 
inject further credit into the picture so that anybody can sign on the 
dotted line and buy a house, you inevitably will invite and almost 
impel overbuilding, so that in the event of any slight setback you 
risk washing out the equity all those veterans have acquired in the 
homes they now own and occupy. If that is done, it risks loss of all 
the gains made by reason of this program over 10 years; 

Mr. Ayres, I can appreciate the logic of your argument, but it does 
not put the man in a home and it is pretty difficult to answer the mail 
that we are all getting when a man is denied the right to borrow 
money. We are being reminded that there are places in the world 
where we give it away. He does not want you to give it to him. He 
wants the right to borrow it and the record proves that he pays it 
back. If there is a demand for the homes, which I am convinced there 
is, and we have these thousands and thousands of people seeking them, 
we are going to have to make it possible for them to get a roof over 
their heads. 

Mr. Kine. Congressman, I respect entirely what you say, I think it 
represents some very forceful influences that you have to listen to. 

Mr. Ayres. We do not want to go into an expanded public hous- 
ing program on a rental basis for these boys. There is no rental 
property being built today that they can afford. 

Mr. Kina. That is right. The trouble with the very excellent 
theories that I am expounding and the problem that you have laid 
out is that we are talking in terms of a national picture and their 
application to actuality sometimes is ill fitting. For example, there 
may be areas from time to time, and perhaps are areas at this moment, 
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in which there is some shortage of housing, but what you do in Wash- 
ington by way of jacking up. credit terms is for equal ‘application 
throughout the country and could possibly result in some small benefit 
to the existing picture in.one given area-but it may worsen the picture 
in other areas. Everybody: has shied away from any. area-by-area 
factors because they would be ‘too difficult to administer. 

Mr. Ayres. Mr. Levitt testified here the.other day that. he could 
build 4,000 more homes than he was going to build and that the market 
was there and he could sell them if he had the mortgage money. 

Mr. Kina. I am not in a position to comment on that one way or 
another. You might ask some of the officers of Government credit 
agencies to comment on a statement of that kind. 

Mr. Ayres. That is all. 

Mr. Suvrorp, Mr. Sisk 4 

Mr. Sisk. Yes, Mr, Chairman. I have 2 or 3 things about which I 
was curious. 

Mr. King, do I understand that you have some fear of overbuilding 
or overexpansion in building of too many homes? Is that: not. re- 
flected in your statement ? 

Mr. Kine. Yes, sir. 

Mr. Sisk. On what premise do you base that? To me that injects, 
I think, almost a wholly new thought in almost 2 weeks of testimony. 
I have not heard anyone even intimate, as I recall, any possibility of 
an overexpansion. 

Mr. Kine. Mr. Congressman, I think that there were such state- 
ments made by various witnesses. It is rather a controversial thing 
to assert. 


Mr. Sisk. Maybe I missed some of the testimony. I do not recall 


that I did. I will say that I might have missed 1 day but I do not 
recall any occasion where anyone has testified contrary to the fact that 
there is a very heavy demand for homes, that there is interest and 
concern all across the country not only by veterans but by other people 
for homes. It was testified last Friday, I recall, by one witness who 
has had, apparently, many years of experience in the building busi- 
ness, that he felt that we could build up to 2 million homes a year with- 
out fear of overbuilding and actually, our present program calls for 
only 1,100,000 starts. 

I am curious to know on what premise you base your thinking that 
there is fear of overexpansion. 

Mr. Kine. Congressman, I recall now that in the first several pages 
of Ralph Stone’s testimony you will find some language concerning 
overbuilding and I suggest that, if you ask the Veterans’ Adminis- 
tration, they could supplement that a little bit. 

Mr. Slipher points out. that the Federal Reserve pointed that out. 

Mr. Surpner. They remarked that they thought that mavbe housing 
Was one item that was petipentre now in comparison with demand. 
That was the speech made by one of the members of the Federal Re- 
serve Board, not before this committee. He said you have to look at 
the whole picture and maybe housing has reached the place where it 
is in the area where we could slow down. I do not think we are the 
only ones who think we have overbuilding in terms of what can be 
sold and bought, not in terms of what people could use. 
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Mr. Sisk. Mr. Shlipher, what justification do you give for a post- 
ponement of home building? What do you prefer to be done in place 
of home building? We have so much money. 

Mr. StrpHer. I was quoting the Federal Reserve as saying they are 
for postponement. 

Mr. Kine. Congressman Sisk, I would like to comment to say that, 
apart from our preferences, the materials that go into home building 
are largely being fully employed in other forms of construction today 
including schoolhouses and churches: and so forth which are also 
needed. 

Mr. Stsx. That is right. 

Mr. Kine. We are pointing out that, if you extend credit liberaliza- 
tion further than it is now at this particular time, you build up the 
demand for those materials without necessarily building up their sup- 
ply. An augmented supply might follow over a long period but in 
the meantime you would kite prices of the homes that you are trying 
to provide for people. Now, concerning overbuilding, I suggest you 
inquire into the figures for the Los Angeles area. I do not have any 
immediately available, but there was a large overhang of houses on 
the market there, I am told by reliable sources. There was a fairly 
substantial overhang of houses on the Washington, D. C., market in the 
last few months. I am sure that that is evident elsewhere from place 
to place. It is a fluctuating thing sometimes. The finest thing that 
has happened to housing in a long time is the reduction in the annual 
totals that occurred in 1956. It gave some areas a breathing spell. 
Maybe they are going back to a status that might approach normal 
markets as a result of the curtailment of building in 1956. 

Mr. Sisk. Well, certainly I can look back to times when we were 
not doing any building and, of course, there were some very obvious 
reasons for it. I have some hesitancy to think that any of us wants to 
go back. After all we have figures, and I think they are verified by 
almost every department of Government that goes into making of 
the surveys, with reference to the fact that we have some 650,000 new 
families starting every year in this country. 

In addition to that we have demolition replacement of slums and 
other things that enter into it plus the fact that we apparently still 
have, according to many of the figures, many families who still are 
without homes. Now, possibly this is getting a little bit away from 
our subject here, but with the forbearance of the chairman, I am con- 
cerned about the position that you have taken here with reference to 
inflation or dangers to our economy and that concerns who is doing the 
overbuilding, what possibly might cause, let us say, serious difficulties 
in this expansion. Now, you say that there is no surplus of materials, 
that in fact there is a very firm price on materials, and I am inclined 
to agree with you on that. The reasons for that primarily are indus- 
trial expansion ; is that not true? 

Mr. Kine. Yes, sir. I would endorse that statement. 

Mr. Sisk. Would you say that there is such a terrific need for in- 
dustrial expansion in this country that it should be given the green 
light or priority over the expansion of homes in this country? Which 
do you consider to be the most essential, let us say, to a sound, solid 
economy, looking ahead ? 
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Mr. Kine. Congressman Sisk, an answer te your question involves 
a discussion of selective controls which is a little beyond my field. In 
the abstract, as between building homes and building a new public- 
utility powerhouse, I would say that the true test should be relative 
community need; what does the particular community need more. 
That requires that you go back and analyze this problem from com- 
munity to community. 

May I add one more thing, Congressman. You talked about family 
formation. It was a cardinal point and well recognized in 1955— 
as I will quote you from speeches of practically everybody concerned 
with housing—and likewise early in 1956, that the lia problem was 
how to maintain the market between now and the time the war babies 
would arrive in the 1960’s. ‘They were then concerned with how they 
would maintain a 114 million or better rate. They did not think they 
could do it unless they dreamed up some new magic. 

I mention that a because it bears on your question to me as to 
why I do not think the markets exist for this further inflation of 
housing credit. 

Mr. Sisk. Well, certainly all the figures that we have, and those were 
figures, by the way, concurred in at least by the VA officials down here, 
with reference to vacancy in new homes or new homes unsold, show 
a very low percentage and certainly would not indicate to me that. at 
the present time, speaking on a national: average, that there is any 
overbuilding at all at the present time. I recall that they stated 
that, in iad instances, there probably was just as there are in- 
stances where there is definite underbuilding, where there is a des- 

rate need for homes. I might say. that your statement.is good and 

am not criticizing it, Mr. Kin , other than to say that to me it re- 
flects a pessimistic outlook for the future economy in this particular 
line and I do not. think that heretofore we have had any testimony 
that to me would bear out that thought. 

I would like to get back closer to this thing with which we are imme- 
diately confronted as to whether we raise interest rates or not. As I 
understand your position, you, fayor.an increase in interest rate on VA 
loans immediately. 

Mr. Kina. An increase to 5 percent, immediately, Congressman; 

es, Sir, 
" Mr. Sisx. You are opposed to any liberalization of FHA? 

Mr. King, It being a collateral matter, yes, sir, I am. 

Mr. Sisx. What do you feel would be the effect of an immediate 
increase to 5. percent on VA loans in view of the fact that we have 
some $900 million to $1 billion of warehouse loans at the present time 
which would actually amount on those approximately $1 billion worth 
of homes in an immediate increase of cost of one-half of 1 percent? 

Mr. Kina. Congressman, I think I heard the figure you mentioned 
used last week somewhere just uider the $1 billion level. I think it 
was $900 million. 

Mr. Sisk. I think that is right. 

Mr. Kine. Somehow it was not made sufficiently clear that that 
probably did not involve more than $150 million in VA loans. The 
rest are either conventional or FHA loans. 

Mr. Sisk. Pardon me for just a moment. I may have misunder- 
stood. I might ask Mr. Jenkins to comment on this but T thought at 
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the time that we were discussing this amount of what we call ware- 
house loans out in our area that we were talking about GI loans. 

Mr. Jenxins. Mr. Sisk, the statement from the representatives 
of the national life insurance people was that they had $900 million 
in outstanding commitments as of that time. They were speaking 
primarily of their commitments of FHA and VA loans. They did not 
give a percentage breakdown. They testified, as you recall, that the 
majority of their commitments were VA at that time and FHA was a 
small part. 

Mr. Sisk. That was my reason for thinking that a very substantial 
part of this figure was VA loans and certainly you could understand 
that we would be writing an immediate windfall to the lenders of one- 
half percent interest rate on loans already committed in which there 
is a savings clause; in other words, in which the veteran would immedi- 
ately have to pay the increased cost. 

Mr. Jenkins. That is correct. 

Mr. Sisx. That is correct, Mr. King? 

Mr. Krne. I could answer that only if I saw the actual contracts 
under which these commitments were made. It might be possible to 
word the law that raises the interest rate in such a way that it would 
control those commitments in one way or another. I was informed 
by what I consider a reliable source that that $900 million included 
only a fractional part of VA loans. 

My recommendations concerning the 5 percent rate do not advert 
primarily to what has happened in 1956 but as to what will happen in 
1957. If it is conditional commitments that we are talking about— 
and I am not even sure of that, not having seen them, it is something 
which I believe the Veterans’ Administration informed this committee 
got under way probably in August, due to the fact that industrial 
groups desirous of cooperating with the program were faced with the 
fact. that they were buying something that did not have a very good 
market standing and would very positively worsen in the event the 
rate were increased, and had to protect themselves and their depositors 
by entering into such contracts. If it were not for that condition, these 
veterans, whether it represents $150 million in Joans or $900 million in 
loans, would not have got those loan commitments at all and whether 
thy get them at the 414 or 5 percent rate, it is still the best contract 
available. 

Mr. Sisx. The point is that of course there is a commitment at 414 
percent at the present time which will stand unless we write off to the 
lender a give-away or what amounts, to me, of voting him a windfall 
of a half-percent increase in interest. 

Mr. Krna. I can see that, from one aspect, it is a windfall but it was 
a contract entered into between two parties in which they were facing 
a very realistic situation and trying to work it out so that the loan 
could be made. I would not.think that your committee should be 
moved by that at all. You do not have to take sides in that particular 
controversy. 

Mr. Sisk. I realize that we do not have to take sides but after all 
we are all concerned with seeing that the veterans get as decent a break 
as possible and, if we talk about taking sides, I would say we would 
be on the spot particularly with reference to these loans of which we 
are talking here. 
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Getting off of that for a moment, you recommend an increase to 5 
percent on VA. In view of what seems to possibly be your fear of 
overexpansion, would you recommend an increase in downpayments on 
GI loans? You have opposed a decrease in FHA. Would you in 
turn recommend an increase in downpayments for VA in order to 
slow the situation down ? 

Mr. Kine. Let me put it this way, Congressman. I think that, so 
long as the GI guaranty law is on the books, it should have some 
positive advantages to veterans. Historically, I always opposed try- 
ing to run two horses down the same street when there is only room 
for one. I definitely would not recommend increasing the GI Joan 
downpayments unless it was done in a pattern—and this is not my 
recommendation, it is merely a further explanation in answer to your 
question—unless it was done in a pattern which raised the downpay- 
ment requirements of other borrowers perhaps, so that the veteran still 
relatively would have a break. 

Mr. Sisk. Mr. Chairman, I appreciate the time. 

Mr. Suurorp. Mr. Adair. 

Mr. Apatr. Mr. Chairman. 

Mr. King, to address ourselves a little further to this matter of the 
rate which you recommend, I recall a few years ago some people 
coming before this committee and testifying that, if the interest were 
increased from 414 percent, the problems would be solved. I think that 
was perfectly valid testimony and they were giving their honest views 
and reflecting the majority opinion at the time and in due course the 
interest rate was increased. Now, what, would be your thinking upon 
this matter? If the Congress should increase the interest rate on VA 
guaranteed loans at this time do you think that would be another tem- 
porary thing and that it might be necessary to be back before the Con- 
gress again in 2 er 3 years; or, as far as you are able to foresee, do 
you think that that might take care of it for a longer period. of 
time ¢ 

Mr. Kine. Thank you for qualifying that, Congressman, because 
nobody can sit at this table and give you an answer to that question 
that is good for more than a couple of months at best. 

Mr. Aparr. I certainly feel that way. 

Mr. Kine. I pointed out in my testimony that when that rate was 
increased to 414 percent in 1953 the program went on to have 3 
record years during which 114 million veterans of World War II and 
403,000 veterans of the Korean war obtained more favorable home 
loans than were generally available during that period to any other 
group and I think, if there is an increase to 5 percent at this time, 
that there will be a similar factual reflection. Namely, I think more 
money will go into the GI loan program rather than virtually no 
money, and I think that that will increase over a period of several 
months. It cannot all get in in 1 month or in 90 days, but it will 
start to move back into the veterans’ loan market. 

Mr. Aparr. Then if that be true, there is opinion in some quarters to 
the effect that, instead of fixing interest rate at a definite figure, the 
Congress ought to grant to some administrative executive agency, the 
VA or otherwise, certain flexible rights with respect to handling the 
interest rate. What do vou think about such a proposal as that, per- 
haps within fixed limits but giving the rights of increasing or possibly 
at some time decreasing the interest rate. 
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Mr, King. May I answer that in three parts, Congressman? Part 
1, I think that the need to do something is immediate. I ask you to 
review Congressman Rains’ testimony at this table the other day in 
which he, in various parts of his text and for various purposes, used 
the words “immediate,” “crisis,” and so forth a number of times. All 
I think that the immediate need requires is to raise the GI rate to 
5 percent. 

Secondly, there is considerable merit in some of these proposals for 
flexibility. However, they are quite variant. They require more ex- 
tended study. I would regret to see this single step impeded or delayed 
by difference of views as to which of these flexible plans should have 
the call. Personally I do not believe that a Government loan sup- 
ported by Government contract, as in the VA loan, should have a free 
rate, I think the Government should watch that rate at all times and 

laces. However, it does not need to do it by having an inflexible 
aw on the books. It could entrust that determinaiton to people in 
the Government, perhaps under a fair formula. 

Mr. Aparr. Finally, then, Mr. King, upon another point, is it your 
view that this GI loan program should be permitted to fade out 
exenspally and then allow the field to be taken over by the FHA 
wholly 

Mr. King. My personal view on that, Congressman, is that I con- 
sider an orderly termination desirable, 

Mr. Aparr. That is, of the GI program. 

Mr. Kine. Yes. I think the best pattern that I have seen for that 
is one such as was proposed last year which would move them out 
of eligibility status progressively dependent upon their length of 
service, Secondly, I think that the terms as to the years of duration 
of these programs are perhaps sufficient as they stand, in general. I 
would not think it desirable, for example, to give World War II 
veterans another 10 years of eligibility. If you are going to do that, 
go back and pick up the Spanish-American War. 

Now, I do not subscribe to the idea that as this benefit expires you 
should replace or supplant it or, as some propose, supplement it by a 
very liberal FHA program. I think all the factors upon which that 
would be predicated are at too high a level to warrant the risk. 

The FHA program originally, and this has been largely forgotten, 
was proposed as the NRA counterpart for the light construction indus- 
try. It was supposed to build that industry up to a point where it 
could take care of itself and, in the course of 20 years and through a 
whole series of further balloonings, that has been long forgotten, un- 
fortunately, and now it is proposed to give it the main road at a time 
when the main road is pretty fully occupied with traffic. 

I am not, I should point out, an advocate of the fact that a man 
ought to have a 40-pereent downpayment before he can buy a home, 
but I think that it is beyond the safety factor to permit people gen- 
erally to buy homes with these very low downpayments, 2 percent. 
When you line that up with what they do creditwise on the same loans, 
a very substantial percentage of them, I warrant, are marginal as 
to credit limitations. It is true that both the FHA and VA programs 
have done very well indeed from the standpoint of repvament records. 
It has been a comforting thing to see, but you are playing cards at 
high stakes when you deal any more cards in this game at the peaks 
that now confront us. 
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Mr. Aparr. Thank you, Mr. Chairman. 

The CuarMan (presiding). Mr. Ayres. 

Mr. Ayrzs. I have no questions. 

The Cuarrman. Mrs, Rogers. 

Mrs. Rocrrs. I used to enjoy working with you so much when you 
were with the VA. Have you changed your opinion much since? 

The CuarrMan. I was going to ask him would his testimony today 
be the same as if he were in the position he was in a few years ago. 

Mr. Kriya. If I may indulge a moment, Madam Chairman, my 
conclusions have changed a bit but not my sympathies or my opinions. 


Mrs, Rocurs. You were always very sympathetic and tremendously 
helpful. 


Mr. Kine. Thank you very much. 

Mrs. Rogers. A great many men owe their houses to your effort. 

Mr. King, Thank you. 

Mrs. Rogers. I am deeply troubled now as to the best thing to do. 
As I think you remember, I felt that all of the loans should be direct 
loans and made by the Veterans’ Administration in order to have the 
veteran have the utmost consideration. It seems now that the veterans 
come last in many considerations, Do you have that feeling ¢ 

Mr. Kina. I am familiar, Mrs. Rogers, only with the loan-guarantee 
program in the Veterans’ Administration and not as familiar with 
that as Lonce was. As to that, they are not doing very badly. L recall 
a VA press release at the end of last year which showed that 1956 was 
the third record year. Only 2 years in the 13 years of the program’s 
existence surpassed 1956, which is a very interesting record. 

Mrs. Rocrrs. Do you want to say why you think the Veterans’ Ad- 
peapeieation has not used more of the $300 million that it has left for 

oans ¢ 

Mr. Kina. For me to be able to say whether they have done well or 
poorly in that regard, Mrs. Rogers, would require access to records 
that I have not had access to for 2 years past. I am a little familiar 
myself with some rural areas and I am perfectly certain and sure that 
the demand for those areas is a radically different thing than is the 
demand in the suburban or urban areas. 

Neither the private institution nor the VA can make loans to many 
of the veterans in those areas for the reason that, although they are 
doing pretty well shelterwise and tablewise, they do not ie ollar 
income which gives them an entitlement to the home loan. They are 
part-time workers or itinerate workers, but. they are not too bad] 
housed with respect to the housing available in their communities. 
just do not know. I had an idea that maybe, if VA or FNMA would 
buy some of these 4 percent loans the institutions make out im those 
areas with this $250 million and would require the sellers to make two 
5 percent GI loans in their place, you would be doing a great deal 
to put that money where it might be needed. That is just a thought 
that occurred to me over the weekend. 

The CHatrmMan. That is provided we increase the interest rate. 

Mr. Kina. Yes, sir. 

Mrs. Rogers. I think, Mr. Chairman, the veterans did not get their 
loans for a long time or a year or more after the increased rate went up. 

Mr. Kina. I believe that is very true, going back a few years, Mrs. 
Rogers, due to the fact that at that time there was a demand and the 
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appropriation was a little bit under the amount necessary to meet that 
demand so that we had to put these veterans on a waiting status. I 
think we had $100 million or $150 million back in the 1940’s and at 
that time there was quite a demand. There has been a lot more money 
go out into'the rural areas since that time. 

Mrs. Rogers. Thank you very much, Mr. Chairman. 

The CHarrman. When you were loan guaranty officer were you ever 
discouraged against using direct loan funds? Did you try to use 
them or try not to use them ? 

Mr. Kine. Chairman Teague, if you look back at that record you 
will find I used them and I came in once in a whole to get the com- 
mittee here to move a little barrier or two so that they could be used 
a little better. We did not carry them over in those years. There 
was no cause to do so. Now, whether they have to be carried over or 
properly were carried over currently, as I just told Mrs. Rogers, I do 
not have access to records upon which to form an opinion in that 
regard. 

The Cuarman. I think -the only thing which has changed since 
you were down there has been the VHMCP. There seems to be a 
complete disagreement between the Veterans’ Administration and at 
least a good number of this committee with whom I have talked. We 
think that $300 million should have been used. They do not think 
so and I am sure they are honest in their beliefs and I am just as 
honest in mine. 

Mr. Kine. I would like to say, Mr. Chairman, that I think you did 
a very helpful thing when you narrowed that waiting period as you 
did several months past. However, I do think this VHMCP has done 
a very useful thing. What is bad about the VHMCP is—well, as 
somebody said, the only thing wrong about Wilt Chamberlain is he 
cannot get a basket without a ball—the only thing wrong with this 
credit program is that it is too small to spread itself far enough to 
do a larger job. 

The Cuarrman. Mr. Boykin? 

Mr. Boyxry. I have no questions. 

The Cuarrman. Mr. Whitener? 

Mr. Wuirener. You used the expression “overhang” a while ago in 
response to a question from Mr. Sisk. I believe you said that in 
Los Angeles and Washington and probably other places during the 
past year there has been an overhang. What do you mean by that 
expression and what thoughts, if any, do you have on why that over- 
hang existed ? 

Mr. Kine. Well, sir, when I talked about overhang I talked about 
a supply of completed and unsold new houses which is in excess of 
what the anticipated market would be likely to take up in 90 days, or 
maybe that figure should be 60 days. Now, as to what caused’ that, 
I am not too well informed on this because I am far removed from 
it, but I think Mr. Buford Jenkins might go into that and give you an 
answer which would come out about like this: That just too much 
money went into that building on that scene so that optimism out- 
stripped merchantability, outstripped market, and it requires a cool- 
ing off period, a very considerable cooling off period to overcome 
local saturations of that kind. 
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Mr. Wuirenrer. My wonderment was whether the overhang resulted 
from a saturation as compared to need or whether it resulted from un- 
availability of finance. 

Mr. Kine. Well, as I said in one part of my little statement here, it 
is very hard for an outsider to peer‘at‘newsprint in that regard ‘and 
analyze whether it is due to lack of money or lack of market or both. 
I am sure that you would find very respectable, creditable people who 
would be apt to give you answers in both directions. 

Mr. Wutrenrr. Thank you. 

Mr. Boyxtn (presiding). Mr. Sisk? 

Mr. Sisx. No questions. 

Mr. Borxtn. Mrs. Rogers? 

Mrs. Roeers. Is it not true that there are fewer defaults in the loans 
made by the VA than in the FHA ? 

Mr. Kine. I am sorry, Mrs. Rogers, I have not seen those figures 
ma long time but I will say that in the GI loan guaranty program there 
are very few defaults percentagewise and it has a remarkably good 
credit record. 

Mrs. Rogers. I think there are' fewer defaults on the direct loan 
than any other, according to the VA testimony, 

Mr. Kina. There are very few defaults in the direct loan program 
but I think, if I remember Ralph Stone’s testimony the other day cor- 
rectly, there is a higher delinquency in the direct Joan program than 
in the guaranty program. 

Mrs. Rogers. That would be very probable. You know that and I 
know that. Thank you. 

Mr. Kina. Thank you. 

The Chairman (presiding). Thank you very much, Mr. King. 

The next witness will be Mr. Sam Hughes, of the Bureau of the 
Budget. 

We appreciate your indulgence, Mr. Hughes. Our witnesses do not 
always run according to schedule. 


STATEMENT OF SAM HUGHES, ASSISTANT DIRECTOR FOR 
LEGISLATION, BUREAU OF THE BUDGET 


Mr. Hucues. Perhaps, Mr. Chairman, I could make some contribu- 
tion to your schedule. 

The testimony I have, incidentally, is in the form of a letter from the 
Director. The first page is economic background which I think the 
committee has heard a good deal of during the course of these hearings. 
If it is satisfactory, I can skip that and proceed to certain topics which 
your letter requested that we discuss. I will proceed then to the first 
full page on page 2. 

Mr. Borxtn. It may be a good idea to put the statement in the 
record. j 

The CuatrmMan. Without objection, the whole statement will be 
placed in the record. 

Mr. Hvenes. On the first page we have urged that both the Govern- 
ment and private business exercise all the restraint possible in avoiding 
measures that would add to the inflationary pressures in the economy. 

The Cuatrman. Before you go any further, do you people con- 
sider a rate increase inflationary ¢ 





312 VETERANS’ LOANS 


Mr. Hueues. No,sir. We do not. 

This is in reply to your letters of November 28, 1956, and January 
14, 1957, on the subject of mortgage financing of veterans’ housing. 

The Bureau of the Budget appreciates this opportunity to work 
with your committee on this sella Before discussing the specific 
topics mentioned in your January 14 letter, we believe it would be 
helpful to review very briefly the background to the present situation, 

s the President pointed out in the state of the Union message and 
the economic report, our expanding economy has been operating at 
a high rate in this prosperous period. The resultant heavy competi- 
tion for material resources and for financial resources has posed a 
serious threat of possible inflation. In this situation the Government 
as well as private business, must exercise great restraint in avoiding 
measures which will add to the inflationary pressures on our economy. 

The Government’s contribution toward preserving a sound and 
stable economy must be made mainly through its fiscal and credit 
policies. As you no doubt know, there are many meritorious pro- 
grams which the Government is under heavy pressure to undertake 
and which must be reconciled with the Government’s budgetary and 
fiscal policies. The budget. for 1958 postpones various construction 

rograms until a later date in order to avoid increasing competition 

or labor, materials, and equipment. In view of the general economic 
situation and the budget situation in particular, it is of utmost im- 
portance that the Government not undertake programs either from 
the budget or from the trust accounts which involve further credit ex- 
pansion unless they are clearly necessary. 

Since its inception in 1944, the veterans’ loan-guaranty program has 
been of fundamental importance as an aid to veterans’ readjustment. 
By affording veterans low downpayment and long maturity housing 
loans without charging insurance premiums, it has helped veterans 
become reestablished in civilian life. At the same time, along with 
other private efforts, it has also contributed to a broad expansion of 
home construction and homeownership. 

The loan-guaranty program depends for its success on the availabil- 
ity of private capital.. In recent. months the extraordinarily heavy 
demands for investment capital and other types of credit throughout 
the economy have reduced the flow of private funds into the housing 
industry in general and into veterans’ loans in particular. Proposals 
to expand Government credit in the housing field must therefore be 
carefully reviewed in the light of our overall tight present economy 
lest they become self-defeating by bidding up prices and undermining 
the purchasing power of the dollar. The administration is proposing 
legislation to permit further actions to assure that veterans and other 
buyers of homes can obtain a reasonable share of the credit necessary 
to maintain a satisfactory level of housing construction without caus- 
ing inflationary price increases, as is set forth later in this letter, 

The first topic your letter requests the Bureau to consider concerns 
the basis for existing relationship between the Veterans’ Administra- 
tion direct-loan program and the voluntary home mortgage credit 
program policies and operations. The voluntary home mortgage 
credit program was created by title VI of the Housing Act of 1954. 
The act declares that the policy of Congress is— 


* * * to provide a means of financing housing within the framework of our 
private enterprise system and without vast expenditures of public moneys, * * * 





a 


wPiectos Ww te 


bee JS ct 


oT + 


Qs 


1er 


ry 
us- 


rns 
ra- 


dit 


VETERANS’ LOANS 313 


and * * * to assist in the development of a program consonant with sound 
underwriting principles, whereby private financing institutions engaged in mort- 
gage lending can make a maximum contribution to the economic stability and 
growth of the Nation through extension of the market for insured and guaranteed 
mortgage loans. 

The administration believes these objectives are sound. ‘The success 
of the program is indicated by the fact that under its auspices more 
than $165 million in loans have been made to veterans through Decem- 
ber 31, 1956. 

Consistent with the stated policy, the program has been coordinated 
with the Government’s other housing programs. , By administrative 
agreement between the Veterans’ Aciariumeratines and the Housing 
and Home Finance Agency, the voluntary program has a maximum 
of 20 working days in which to place a loan privately. By law, the 
Veterans’ Administration makes loans to qualified applicants who 
cannot obtain private loans. 

Title VI of the Housing Act of 1954 outlines the general procedures 
to be employed by the voluntary home mortgage credit program. 
Section 607 (b) indicates the conditions under which the program will 
assist applicants. We believe existing administrative arrangements 
between the Veterans’ Administration and the voluntary home 
mortgage credit program are entirely consistent with the statement 
of policy cafearall to above and with section 607 (b) which provides: 

It (voluntary home mortgage credit program) shall render similar assistance 
to any applicant for a loan * * * upon receipt of information from the Veterans’ 
Administration to the effect that the applicant has applied for a direct loan, 
if he is eligible for such a loan, and that he is eligible for insurance or guaranty, 
under the Servicemen’s Readjustment Act of 1944, as amended. 

Of the $300 million in Veterans’ Administration direct-loan funds 
referred to in your letter, $57 million represents authorizations which 
expired last. June 30. 

he Cuatrrman. Why do you contemplate that it will be used when 
it has not been used before ¢ 

Mr. Hucuers. Mainly because the mortgage situation has changed 
since the period at the end of the last year when the funds lapsed. 
The funds lapsed in June. 

The CHatrman. Has there been any change in the last 2 months 
that would make you believe the VA is going to use this money ? 

Mr. Hueues. Yes. It is more than 2 months. The funds lapsed in 
June, June 30. 

The Cuaiman. I was speaking of the money they have on hand 
now, 

Mr. Hucues. This has not lapsed. 

The Cuatrman. I know it has not lapsed but is there any indication 
they are going to use it? 

Mr. Hueues. I did not know that there was any intention not to 
use it. 

The Cuamrman. The fact that it has not been used is considerable 
evidence that it is not being used. 

Mr. Hvueues. At the present time the money comes due $50 million 
a quarter and the pattern of utilization, because of the priorities in 
the program, has been to lump the expenditures in the end of the 
eeal year. We contemplate that it will be used and have since the 


preparation of the budget. 
The Cuarrman. I hope you are right. 
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Mr. Boykin. May I ask a question there, Mr. Chairman? He’says: 
the $57 million represents authorization which expired last June 30; 
Did we lose that ? 

The Cuarrman. Yes. 

Mr. Boyxrn. We lost $57 million that we could have used ? 

The Carman. That is right, 

Mr. Borxry. I think that is very important. I wonder why that 
happened. 

Mr. Sisk. Willi the gentleman yield? 

Mr. Boyxrn. Yes. 

Mr. Sisx. They had nearly $200 million in other money not used. 
I disagree with the idea that they have not used it. That is the only 
possible justification for permitting it to lapse apparently. 

Mr. Boykin. That $57 million, Mr. Chairman, would have helped 
a lot of veterans. 

The CuarrmMan. It would have helped a considerable number. 

Mrs. Rogers. It seems incredible, does it not ? 

Mr. Boykin. Yes. Are we going to lose any more than that if we: 
do not use it? 

Mr. Hueues. No, sir. The budget contemplates that all the avail- 
able funds will be used. 

Mr. Borxtn. What can we do to see that they use it? 

The Cuarrmman. Mr. Hughes may know more than I do, but I would 
like to bet a good Texas steak that it is not used unless the policy is: 
changed. 

Mr. Boyx«1n. Who could stop them now? It would be terrible to 
lose more than $57 million and June is not far off. 

The Cxatrman. I know we can depend on what Mr. Hughes says 
as true. 

Mr. Boyxnrn. I do too. I wonder why $57 million was allowed to 
lapse. | Did people not want that money ¢ 

Mr. Hvueues. I think Mr. Stone, who administers the program, has 
testified on that point. He has the responsibility for the distribution 
of funds and I believe he testified that they did not think there was: 
a need for it. 

Mr. Boyx1n. They did not think there was a need for it. 

Mrs. Rogers. May I ask a question, Mr. Chairman ? 

The Cuatrman. Mrs. Rogers. 

Mrs. Rocers. You have followed this so closely that I would like 
to ask you whether, if you had been in Mr. Stone’s place, you would 
have allowed the money to lapse. 

Mr. Huenes. Mrs. Rogers, I do not know that I would like to 
be in Mr. Stone’s place, at the outset. I would not be in position to 
comment on that. Iam sorry. 

Mrs. Rocers. You have your own ideas about everything, I know 
well. 

Mr. Borxry. Who would be the proper person to comment on that? 

Mr. Hueues. Mr. Stone, I believe, the Assistant Administrator for 
Veterans Benefits. 

The Cuarrman. The staff is working on a bill that we hope will 
force the VA to use these funds, and we hope to have it ready about 
Thursday of this week. 

Mr. Borxrn. That is good news. 
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The Cuairman. We hope to have something before the committee 
by Thursday to force the use of these funds. 

Mrs. Rocers. I imagine the Administrator could act. 

The Cuarrman. There has been a conference with him too and he 
is of the opinion of Mr. Stone that they were not needed. As one of 
the staff members says, you can set up a fund of $1,000 and say, “The 
first bald-headed man with a mustache would get it,” anda week later 
say none came and there was no need. We will have a bill to force 
the use of these funds. 

Mr. Hucues. The 1958 budget contemplates that the balance of 
$243 million as well as substantial estimated program receipts will be 
used for loans. These funds, of course, are reserved for veterans who 
cannot obtain guaranteed loans either directly or through the vol- 
untary home mortgage credit program. 

Counties in which direct loans may be made are designated by the 
Administrator of Veterans’ Affairs on the basis of analysis of: the 
local mortgage market. As in the past, the Administrator continues 
to alter the list of eligible counties in the light of current information. 
Within the last few months, 44 whole counties and parts of 52 others 
were added to the list when the general availability of funds declined 
and as adverse local conditions came to the attention of the Adminis- 
trator. 

The second topic referred to in your letter of January 14 concerns 
the regional variation in the relative number of guaranteed ‘loans 
placed. Generally speaking, the number of guaranteed loans placed 
in rural areas has been much smaller than in urban areas. We believe 
that part of this difference is attributable to the fact that because of 
risk and market factors, private mortgage funds have not been availa+ 
ble in most rural areas except at somewhat higher interest rates than 
authorized under the loan guaranty program. 

In our opinion, however, most of the relative difference in loan vol- 
ume arises from differences in the effective demand for housing loans. 
Our analysis of the comparative situation in the specific counties listed 
in the committee’s press release of December 9, 1956, indicates that: 

1. In the 50 rural counties, the net population increase im recent de- 
cades has been so minor that there has been relatively little need to 
finance any substantial additions to the housing supply. Existing 
housing thus fills a greater proportion of need in rural areas and pur- 
chasers of farms have other credit resources, including Government 
assisted programs. By contrast, the 35 urban counties include many 
of the most rapidly growing suburban areas. 

2. Average family income in the 50 rural counties is much lower 
than the national average. Fewer persons therefore can qualify for 
either guaranteed or direct loans than in the 35 relatively high-income 
counties. 

3. Other types of housing mortgage loans are likewise fewer in the 
rural than in the urban counties. According to the most recent data, 
the dollar volume per capita of first mortgage loans held by savings 
and loan associations is only one-third as high in the 50 rural counties 
as in the 35 urban and suburban counties. On the same per capita 
basis, there are only one-seventh as many Federal Housing Administra- 
tion insured mortgages in the 50 rural counties as in the 35 urban 
counties, 
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4. Other exclusively urban counties with adequate mortgage money 
at reasonable interest rates—like New York—New York State that 
is—Kings, and Bronx Counties—have even lower veterans’ participa- 
tion than the 50 rural counties. Similarly, the District of Columbia 
. the lowest “State”—using the term loosely—in the committee’s tab- 
ulation. 

Our general conclusion is that any inequalities which may exist 
among veterans in different areas are smaller than at first appears and 
that, since they involve basic economic factors, these conditions usually 
apply to all prospective home buyers in the area. We will be glad to 
work further with your committee in analyzing the significance of 
the data which have been collected. 

Three proposals recently made by the President are designed to 

rovide greater opportunity for veterans to obtain home loans in 

th rural and urban areas. At the present time, veterans desiring a 
guaranteed loan frequently are at a disadvantage because of the statu- 
tory limit on the interest which they may pay. This limit is sufficientl 
below the prevailing market rates for mortgage funds to render GI 
loans increasingly unavailable. We believe that the legislative history 
of the veterans’ loan program indicates that the basic benefit intended 
to be conferred was the low down payment made possible by the 
guaranty. Funds were intended to be loaned at going rates; the initial 
4 percent limit was consistent with the market rate at the time. To 
hold veterans’ loan guaranty program interest rates artificially below 
the market, when this impedes veterans access to loans, defeats the 
purpose of the program. The President has therefore recommended 
increasing the maximum veterans’ rate to 5 percent to place veterans in 
a better competitive position. 

A second related approach to the problem of equal opportunity for 
loans is the President’s recommendation that the Voluntary Home 
Mortgage Credit Program be extended. The suggested higher in- 
terest rate will permit this program to operate even more effectively 
and there is every reason to anticipate that its success can be continu 
or surpassed. 

Third, the President has proposed that as early as possible in the 
present session, the Congress provide the authority necessary to per- 
mit continued mortgage purchases by the Federal National Mortgage 
Association in its secondary market operations. Under this pre.gram, 
during the first 6 months of the present fiscal year, the Federal Na- 
tional Mortgage Association has purchased or made commitments to 
purchase about $500 million of Veterans’ Administration guaranteed 
loans. The assurance of a continued market for these loans should hel 
maintain the availability of veterans’ loan guaranties, particularly if 
accompanied by the proposed increases in the interest rates for vet- 
erans’ loans. 

In addition to these proposed aids for veterans’ housing, the Hous- 
ing Amendments of 1956 authorized _a $450 million expansion of the 
farm-housing program administered by the Secretary of Agriculture. 
Under this program, an estimated $43 million in direct loans will be 
made for farm housing in the fiscal year 1958, and funds are avail- 
able to permit a substantial increase depending upon the demand for 
such loans. A large share of the borrowers, of course, are veterans. 

The combination of a more realistic interest rate, vigorous use of 
the voluntary credit program and the Federal National Mortgage 
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Association secondary market, the provision of direct loans, and the 
utilization of other Government programs, such as the farm housing 
program, will, we believe, maintain reasonable equity in the provision 
of loans to veterans. 

With respect to the third topic, the use of national service life in- 
surance funds for direct loans to veterans, the Bureau of the Budget 
and other executive agencies have commented unfavorably in the past, 
and earlier fundamental objections to the plan remain valid. 

The proposal does not provide a new source of funds. Whether 
loans are made from current income—to the fund—or from invested 
reserves of the fund, the diversion of this money from its normal in- 
vestment in Government securities would make it necessary for the 
Treasury to increase the publicly held debt through the open market. 
Thus, the economic effect and the impact on the Treasury’s debt man- 
agement problem would be substantially the same as if the money 
for veterans’ direct loans came from the budget accounts, as it now 
does. It is thus apparent that while the basic effect is the same, the 
administrative procedures involved would be much more complex. 












































. In addition to the apparent desire to find a new source of funds, 
the proposal to use the veterans insurance trust funds is sometimes 
; made on an assumption that there is a measure of self-help involved. 
| Appealing as this reasoning might first appear to be, the foregoing 
) comments indicate that resort to the trust funds for housing loans 
y would actually involve the Treasury in raising private money as a 
8 replacement. Moreover, it would establish a precedent for similar 
1 use of other large trust funds such as the railroad retirement’ trust 
n fund, the old-age and survivors insurance trust fund, or the civil 
service retirement trust fund. The moneys in these trust funds are 
r by law set aside for special purposes, and the Government has a heavy 
e responsibility as trustee. Questions have been raised in the past 
\- even about the investment of these funds in Treasury securities. 
yy Just parenthetically, people have been concerned about the diver- 
d sion of the funds even when they are in Government bonds and it has 
been difficult in some instances to quiet their fears even under’ these 
1e circumstances. 
r- The proposals to use trust fund moneys for housing loans to veter- 
4 ans would undoubtedly reopen discussions of this kind and tend to 
ny impair public confidence in the integrity of the fund. 
a- The Odea venicate Mr. Ayers? 
to Mr. Ayers. I have no questions. 
ed The Cratrman. Mr. Adair? 
Ip Mr. Apatr. Mr. Chairman, you raised a question a few moments 
if ago concerning the possible inflationary effect of an increase to 5 
at percent and Mr. Hughes replied that he did not think that such an 
increase would be inflationary. 
“agi Would you care to explore that a little further? Some people hold 
he the view that continuing inerease in interest rates is an inflationary 
Te, factor and I understood you to say that you thought it was not. 
be Mr. Ifverrs. I think perhaps my answer was too categorical. The 
Lil- question the chairman asked was with respect to this specific proposal 
for for an increase to 5 percent. In making my answer I was thinking 
wr in terms of the other alternatives available such as Government direct 
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loans, for instance, at 414 percent. I think the precise economic effect 
is very difficult to predict because of the difficulty in predicting people’s 
reactions to the combination of more mortgage money because of 
higher interest rate but lower costs because of the higher interest 
rate. We would regard the 5-percent rate as a middle road of sorts 
which is in between a direct Government-financed program at a lower 
rate on the one hand and no construction at all if there were no direct 
Government program and no change in the interest rate; that is, no 
construction via the VA loan guaranty program. 

Mr. Avatr. Then it might be said that your view is that it is rela- 
tively noninflationary. 

Mr. Hueurs. That is correct; a maintenance of the status quo, at 
least in approximate terms. 

Mr. Aparr. Any other question, then, would deal with your attitude 
toward these various Government trust funds and I take it there, from 
your statement or from the Director’s letter, that it is your feeling 
that it would be wrong to use any governmental trust funds whether 
it be from the veterans’ insurance program or otherwise for purposes 
of providing veterans housing and things of that sort. 

Mr. Hueues. Yes, sir. That is correct. I think our basic point 
there is that, whether you use trust fund money or tax receipts, it 
is all money and there is no magic in the utilization of the trust funds. 
If on the one hand direct loans were to be made in much larger volume 
through the use of increased borrowing or increased taxes, we have 
to go back to the publie to get the borrowing or the taxes. If on the 
other hand the same type of program is established through the use 
of the trust fund you still have to go back to ‘he public through 
borrowing or taxes to get the money. 

Mr. Apatr. So that we might, at least in the minds of some people, 
have violated the trust to a degree. 

Mr. Hueues. That is correct. 

Mr. Apatr. And yet not have relieved the situation noticeably. 

Mr. Hueues. That is correct. 

Mr. Avatr. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Boykin? 

Mr. Boykin. I have no questions. 

The Cuarrman. Mr. Sisk? 

Mr. Sisk. Is it the position of the Bureau of the Budget then that 
a simple increase to 5 percent of the GI loan will solve this whole 
situation ? 

Mr. Hueunes. If by “whole situation,’ Mr. Sisk, you mean the 
general problem of meeting the Nation’s need for housing, I think 
the answer is “No.” However, if you mean restoring a reasonable 
degree of equity to the veterans’ loan guaranty program in providing 
the veteran with a reasonable share of the housing market on a pref- 
erence basis, our answer is “Yes,” coupled with the Voluntary Home 
Mortgage Credit Program, the VNMA secondary market and the 
use of the direct loan funds that are available. 

Mr. Sisx. The reason that I asked that question, of course, is that 
in the testimony day after day it seems to me that a great many people 
have come to the conclusion that they do not know what kind of an- 
swer we need to this problem, at least this is something that we can 
do but they do not know whether it will solve the situation; also that 
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it is certainly not going to create any new money so that there is a 
great doubt as to how much additional money it is going to put in 
this program. It almost sounds to me as if we do not know what 
else to recommend so that we are recommending this. 1 was curious 
to know if the Budget Bureau had any facts that we may not have 
available for the next couple of years or until this program would ex- 
pire or be changed. 

Mr. Hucues. We believe the problem in the veterans programs is 
one facet really of the general credit problem that confronts the Na- 
tion. There is not enough credit available in total, apparently, at 
the present time to satisfy the demands that are being made for credit 
not only for housing but for industrial purposes and so on, for school 
construction, for read construction; and this was the burden, imci- 
dentally of the first page of the Director’s letter here. I think it is 
a topic that has been discussed a good deal before your committee. 
We feel that a full solution of the housing credit problem awaits really 
a broader solution to the credit problem. 

Mr. Sisk. Are you in position to state to what extent the Budget 
Bureau has considered requests to the Federal Reserve for easing of 
restraints ¢ 

Mr. Hueues. The Budget Bureau, as far as I know, has made no 
such request. 

Mr. Sisk. I assume they have not made a request. I was curious 
to know whether or not in the Budget Bureau you were prepared 
to state whether or not there had been any studies as to the possible 
effects of the Federal Reserve loosening up a little bit. It seems to 
me and certainly it is some people’s way of thinking that that might 
represent a possible solution. 

Mr. Hucues. I am not aware of any discussions between the Bureau 
and the Federal Reserve on this subject and I think under ordinary 
circumstances they would not take place. 

Mr. Sisk. That is all, Mr. Chairman. 

The Cuairman. Mr. Saylor? 

Mr. Savior. The first question I would like to ask you, sir, is am I 
correct in the conclusion that the Budget Bureau states that the pro- 
posal to use these trust funds would not create any new money as far 
as the veterans’ program is concerned ? 

Mr. Huaguns. The proposal to use the trust funds would, if it were 
enacted into law, provide money for the veterans’ program in the 
same sense that an appropriation or a public debt authorization would 
provide money for the veterans’ program but it would have no different 
effect than a direct authorization for appropriation or a public debt 
authorization. 

Mr. Sayvor. And it would do nothing to reduce the public debt be- 
cause it would be necessary then for the Government to look for other 
places to invest the money in the trust fund. 

Mr. Hueues. That is correct. In order to get the liquid assets from 
the trust funds the bonds that the trust fund holds would have to be 
sold, presumably to the public, thereby transferring the debt from 
the trust fund to the public and having the same net fiscal and economic 
effect as though the money were borrowed directly from the public. 

Mr. Sartor. Might it cause a loss in view of the present status of 
the bond money ? 
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Mr. Hueues. This would depend somewhat on the form of the 
legislation but certainly the money borrowed in the open market for a 
long term now would probably be at a higher interest rate than is 
being paid the trust fund. 

Mr. Sartor. Now, would you care to comment in behalf of the 
Bureau of the Budget on certain proposals that have been made by 
other groups appearing here? 

One, that it might be wise to vest in the Administrator of Veterans’ 
Affairs the authority to raise or lower interest rates in order to meet 
the demands of the market ? 

Mr. Hueues. First, I should point out that the President’s proposal 
is for a 5 percent interest rate without flexibility. Presumably there 
would be flexibility down from the 5 percent but certainly not above. 

The Coatrman. What did you say about the 5 percent ? 

- Mr. Hvueues. The President’s proposal is for the 5 percent rate. 

The Cuarrman. You do not mention percent in your statement. 
You do mean 5 percent ? 

_ Mr. Hucues. Yes,I am sorry. I did not realize that I did not men- 
tion the number until just now. | 

The Cuarrman. I donot believe it is in there. 

Mr. Hueues. I think you are right. The President’s proposal is for 
a 5 percent rate. The administration and the Bureau in particular 
have from time to time favored a measure of flexibility in the establish- 
ment of interest rates but I am not in a very good position under the 
circumstances to comment in this particular instance. I just do not 
know. 

Mr. Sayxor. It is true, is it not, that at one time the Administrator 
of Veterans’ A ffairs did have the authority to raise rates? 

Mr. Hucues. That is correct. 

Mr. Sartor. Or to lower rates? 

Mr. Hueues. That is correct. 

Mr. Saytor. Now, would the Budget Bureau oppose a provision, if 
this committee saw fit to place it in a piece of legislation, to vest in the 
Administrator of Veterans’ Affairs the authority to raise or lower 
interest rates? 

Mr. Hvuenes. I have to go back to the fact, Mr. Saylor, that the 
President has said that the rate should be raised to 5 percent and has 
not gone beyond that.’ I personally do not believe that the Bureau 
would object to a flexible provision but I am not in the position to say 
it categorically. 

Mr. Saytor. The reason I asked that question is that we have all 
seen how the money market has changed, and changed in a very short 
period of time, so that you might find that, if money became loose 
again, that a 5 percent rate was slightly out of line. Therefore, the 
Administrator should have the authority to bring it down in line with 
other general lending policies. That is the thought that I had. 

Mr. Hueues. That is correct. 

Mr. Sartor. Now, there have also been made to this committee cer- 
tain proposals, namely that the Veterans’ Administration program as 
such be made an integral part of FHA. Is there any thinking of the 
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Bureau of the Budget or are you in a position to tell us what the posi- 
tion of the Budget Bureau would. be with regard to such a proposal ? 
Mr. Hueues. This proposal has been made, I think, a number of 
times over the years since World War II. Our view at present is 
that the logical time to consider the possibility of a merger of the 
two programs by some means, presumably in FHA, would be with 
the expiration of the World War IT program in 1958 under the present 
schedule. The most recent recommendation, I think, for a merger of 
the programs was the Bradley Commission’s recommendation. We 
have considered it. I think probably the Bureau would be favorable 
toward a merger with the expiration of the World War IT program. 
Mr. Sartor. Would you go so far as to say that you would also 
favor the sale of VA loans through FNMA ? 
Mr. Hueues. Well, I am not sure that I understand. FNMA, now, 
of course, buys VA loans. 
Mr. Sartor. They will buy as a secondary market but actually their 
primary purpose is to provide a secondary market for FHA loans. 
Mr. Hucuers. Well, there has been a very substantial volume of 
both VA and FHA loans, I think, in FNMA. I do not have the 
figures. I could furnish them for the record if you are interested. I 
think there is a very substantial volume of both, The $500 million 
here that I mentioned is money for VA loans, 
Mr. Saytor. Mr. Chairman, I think it might be very helpful to the 
committee if we had those figures as part of the testimony at this point. 
Mr. Hugues. We can get them from Housing and furnish them for 
oe record on the relative proportion of FNMA in VA-guaranteed 
oans. 
Mr. Sartor. That is all, Mr, Chairman. 
The Cuamman. Thank you. 
Mr. Hueues. Thank you. 
(The information referred to follows:) 


Through December 31, 1956, the Federal National Mortgage Association pur- 
chases of VA and FHA mortgages had been divided as follows: 








VA guaran- | FHA insured Total 
teed 
Management and liquidating: 
ont Ginn ORS 
mount (in millions) ...........-. nidebaase od , O1 1,902 , 912 
Secondary market: - 
MMENOT tics. aces lah: Aetmiialne 42m pastel 47,175 15, 011 62, 186 
Amount Go mllliehs).. sold lk ee kl $514 $141 $654 
} 





Mrs. Rocers. May I ask Mr. Hughes one question? 

I understand you do not favor using the insurance fund money ; is 
that correct ? 

Mr. Hueues. Thatis correct. We do not. 

Mrs. Rogers. Thank you very much. 

The CHarrman. We have Mr. Seidman, an economist with the 
AFL-CIO. 
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STATEMENT OF BERT SEIDMAN, ECONOMIST, RESEARCH DEPART- 
MENT, AMERICAN FEDERATION OF LABOR AND CONGRESS OF 
INDUSTRIAL ORGANIZATIONS 












The Cuamman. May I ask you one question before you start? I 
had a letter this morning that contends that throughout the State of 

Texas every building contractor must pay what he calls a knockdown 

fee to electrical unions for connecting up electrical appliances and also 

to the plumbing union for connecting up plumbing fixtures. Do you 

know anything about that at all? Is there such a fee? 

Mr. Seripmayn. I haye no idea of what a knockdown fee is or what 
the correspondent has in mind. 

The CuHarrman, He intimates that, with each house built, in addi- 
tion to the cost for connecting up the electrical connections and the 
plumbing, they must pay the unions $50 for each house. Have you 
ever heard of a charge such as that ? 

Mr. Sermman. I have not, Mr. Chairman. 

The Cuatrman. All right, sir. Go right ahead. 

Mr. Seman. Mr. Chairman and members of the committee, I ap- 
preciate the opportunity to appear before this committee on behalf 
of the American Federation of abor and Congress of Industrial Or- 
ganizations to express organized labor’s support for an effective and 
equitable veterans’ housing program. 

The AFL-CIO wishes to commend this committee for directing its 
attention at this time to the current housing crisis and particularly to 
the role which the GI housing program could and should play in con- 
tributing to a much-needed recovery of housing activity. An effec- 
tive veterans’ home-loan program is necessary and desirable from the 
standpoint of veterans, the housing industry, and the economy as a 
whole. 

Labor’s concern with the GI housing program was evidenced in a 
statement adopted on January 29, 1957—that is just last week—by the 
AFL-CIO Executive Council which stated in part: 

With decent housing still beyond the financial reach of many middle-income 
families, the recent hike in the FHA interest rate to an effective 5% percent 
has priced still more moderate-income families out of the housing market. Now 
the administration has joined forces with the real estate and banking interests 
to raise the interest rate for GI homes financed with mortgages guaranteed 
by the Veterans’ Administration. 

Aware of the urgent need to stem the decline in residential construction, a 
number of bills have been introduced intended to encourage housing construc- 
tion. These measures have been particularly aimed at reviving the GI housing 
program without boosting the interest rate for GI mortgages above the current 
4\4,-percent rate. This would be accomplished by authorizing direct loans at 
4Y, percent for GI housing from the national service life insurance fund whenever 
private loans at comparable terms are not available. 

We urge the Congress to authorize such loans for urgently needed housing for 


veterans and their families. 

Despite the widely recognized need for construction of at least 2 
million housing units a year, last year only 1.1 million units were 
built. This represents a sharp decline of 16 percent from the 1955 
level, principally in the more moderate-priced houses financed with 
FHA- insured and VA-guaranteed mortgages. 

Private housing starts declined from approximately 1.8 million in 
1955 to 1.1 million in 1956, or about 213,000. Combined FHA and VA 
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starts dropped durmg the same period by 207,000 accounting for 
almost the entire falling off in housing starts. The decrease in FHA 
starts was 84,800 and in VA, 122,200. Thus, the decline in VA starts 
represents 57.5 percent of the total drop in housing starts. More- 
over, while the overall decline in private housing starts was about 16 
percent, in both FHA and VA starts it was about 31 percent. 

There is every indication that unless effective action is taken to 
reverse the current trend, the situation will become even worse in 
the coming months. Housing experts anticipate only 900,000 starts 
for 1957, a drop of 20 percent from the reduced level of 1956, More- 
over, the concentration in the higher price brackets is expected to 
become even more pronounced. 

Nearly 5 million veterans have taken advantage of the GI home- 
loan program to purchase homes valued at nearly $38 billion, These 
veterans have been able to obtain homes on more favorable terms 
than would otherwise have been available. As compared with FHA 
or conventional financing, downpayments required have been 
smaller—at times no downpayment has been required—interest rates 
have been lower, the amortization period has been longer, and, to 
some extent, sales prices on the average have been lower. 

While many veterans have benefited from the GI home-loan pro- 
gram, more than two-thirds have not yet participated in this pro- 
gram. Many of them undoubtedly need homes and deserve to have 
the opportunity of obtaining relatively favorable terms under the 
GI program, 

Thus there can be no question of the continued need for the veterans’ 
home-loan program. If that need is to be met, a sufficient supply of 
mortgage funds must be available at a reasonable interest rate in 
order to assure the largest possible number of veterans’ families the 
opportunity to purchase homes at costs they can afford: This means 
that the pressure of the administration and the mortgage bankers and 
real-estate groups to increase the interest rate for VA-guaranteed 
loans from 414 to 5 percent must be resisted. 

We oppose the proposed increase in the interest rate for GI home 
loans because it would raise the cost of housing for veterans and their 
families. Moreover, while the higher interest rate would boost hous- 
ing costs and thereby bar many veterans’ families from the housing 
market, there is no guaranty whatsoever that increasing the interest 
rate would accomplish the stated objective of making more funds 
available for GI home loans. On the ‘contrary, experience since the 
reeent increase in the FHA interest rate, as well as when the VA 
rate was raised from 4 to 414 percent in 1953, presents conyincing evi- 
dence that an increase in the VA rate to 5 percent would simply con- 
tribute to a general spiraling of interest rates without diverting the 
needed additional funds to the GI. housing program. 

It is important to recognize the full implications of the alternative 
courses of action which are now being urged upon the Congress. 
Effective steps taken now could assure sufficient funds for the GI hons- 
ing program at 414 percent. On the other hand, simply raising the, 
interest rate will certainly not make an appreciable supply of addi- 
tional funds available for GI housing. Therefore, the alternative 
to adequate financial support by the Government for the GT housing 
program may well be, as far as the prospective veteran home buyer 
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is concerned, not a GI loan at 5 percent, but a conventional loan at 
514 or 6 percent. 

na $10,000 mortgage to be paid off in 30 years, the monthly hous- 
ing cost is $9.29 higher at a 6 percent than at a 414 percent interest 
rate and total payments over the life of the mortgage would be $3,344 
higher. This is the extra amount the hard-pressed veteran home buyer 
would have to pay in the form of extra interest to the bank or other 
mortgage-lending institution holding the mortgage. 

We are gratified that the chairman of this committee as well as 
many other Members of both Houses of Congress have introduced 
bills with the objective of restoring an effective GI housing program. 
In general, these bills, all aimed at assuring adequate supplies of 
funds for GI mortgage loans, fall into two different categories. One 
approach would authorize allocation of 20 to 25 percent of the national 
service life insurance fund, roughly about $1 billion, for direct loans 
for GI housing, but such loans would be confined to the relatively few 
areas where such loans have been made available by the VA in the 
past. The other approach would utilize both NSLI and FNMA funds, 
in total about $3 billion, to purchase at par VA-guaranteed mortgages’ 
from private lending institutions. 

We believe both of these approaches deserve serious consideration 
and, in fact, urge that they be combined so that the best features of 
the two approaches would be adopted. We therefore make the fol- 
lowing recommendations : 

1. There should be no increase in the present 414 percent rate for 
VA-guaranteed mortgages. 

2 NSLI and FNMA funds should be made available to purchase: 
at par VA-guaranteed mortgages from private lending institutions. 

3. Where veterans cannot obtain GI mortgages at par from private 
lending institutions, direct loans should be made available to them 
at the same financial terms. 

4. Since GI mortgages are unavailable at par in all sections of 
the country, secondary financing and, where necessary, direct loans, 
should be made available in all areas and should not be confined to 
the relatively small number of areas where direct loans are now 
available. 

The housing problem confronting veterans constitutes only one 
part—but a very important part—of the basic housing problem facing 
the Nation. This is the twofold problem of assuring that an adequate 
number of houses are built to meet the Nation’s total housing require- 
ments and that the houses built are within the means of the low- and 
middle-income families who have the most urgent need for better 
housing. We will not begin to achieve these goals until we halt the 
spiraling of financial charges to the ever higher levels that American 
home buyers are forced to pay. Perhaps the most important imme-. 
diate requirement is to hold the line in the GI program by maintaining 
the 414 percent interest rate and assuring a sufficient supply of mort- 
gage funds to veterans at that rate. 

We are convinced that the recommendations we have made would 
help to restore an effective GI housing program. Therefore, on be- 
half of the AFL-CIO, I request that our recommendations be giverr 
the sympathetic consideration of this committee. 

The CHarrman. Mr. Ayres? 
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Mr. Ayres. On page 4 of your statement, you state that— 


as well as when the VA rate was raised from 4 to 4%4 percent in 1953, presents 
convincing evidence that an increase in the VA rate to 5 percent would simply 
contribute to 2 general spiraling of interest rates * * * 

and so forth. We have had testimony here, sir, that shows that the 
VA program really got in high gear when the interest was raised to 
41% percent hack in 1953 and 1954. 

Mr. Seman. That did not happen immediately and then it hap- 
pened, as I understand it, for a time after that and now the program 
is bogged down again. We think that under the present circumstances 
an increase from 414 to 5 percent would not bring into the market 
an appreciable amount of additional funds. On the contrary, we think 
that it would simply change the competitive conditions somewhat 
and might in fact result in a pressure to increase other interest rates 
and particularly interest rates for conventional loans so that we would 
feel that this would be a self-defeating type of action in the present 
circumstances. 

Mr. Ayres. Have you taken any position on the various proposals 
that are now in the form of bills that have been introduced in Con- 
gress regarding the liberalization of the FHA program ? 

Mr. Serpman. No, we have not taken any specific position ‘on those 
bills. We are in favor in general of making the terms under the FHA 
program as favorable as possible for families in the middle-income 
brackets and we would like to see the emphasis in any reorganization 
of FHA placed in that direction. 

Mr. Ayres. That is all. 

The Cuatrman. Mr. Seidman, last Saturday Mr. C. Canby Balder- 
ston, vice president of the Federal Reserve Board, making a speech 
in Dallas, said that housing is one of the economy’s “postponable de- 
mands.” He said that “recent residential construction is an example 
of” the postponable demand. He further said that housing and other 
postponable demands should be left to take their chance in a free 
market for money and that the answer is to be found in making free 
markets work. 

Would you care to comment on that ? 

Mr. Serpman. Well, I could not possibly disagree more strongly 
than I do with the statement that Mr. Balderston has made. I feel 
that, so long as there is a need on the part of many families in America 
to obtain decent housing, we cannot regard housing as a postponable 
demand. We have to regard housing as a social necessity and not 
something which should be subject to the vicissitudes of the ebb and 
flow in the general financial market. We believe that housing should 
be given a very high priority in the economy. 

The Cuarmman. Mr. Saylor ? 

Mr. Sartor. Mr. Seidman, on page 3 you make the statement that 
there is anticipated “only 900,000 starts for 1957, a drop of 20 per- 
cent * * *” Your next sentence is one on which I would like to ask 
you to comment: “Moreover, the concentration in the higher-price 

rackets is expected to become even more pronounced.” What do you 
consider a higher priced bracket ? 

Mr. SrrpmAn. Let me say that I had in mind the concentration in 
houses selling for $15,000 or more and particularly $20,000 or more. 
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I base this judgment on the reports which have come in from many 
sources, including the home builders themselves. 

Mr. Sartor. I do not know whether you were here the other day 
when a representative of one of the veterans’ organizations said that 
he felt that one of the things this committee might do which would be 
of more benefit than any other would be to increase the amount of 
guaranty from $10,000 to $15,000, which might do more to assist 
the veterans’ program keeping under way than any other one thing 
that we could do. 

Mr. SespMan. Well, I am sorry. I was not here when the state- 
ment was made but I believe that this would have the effect of increas- 
ing the concentration in the higher priced brackets, To the extent 
that the resources of the Government are used in the housing field we 
believe that they should be concentrated in the bracket which middle 
income families are in a better position to afford. 

Mr. Sartor. Now, the gentleman miprenr stone one of the organiza- 
tions said that it is impossible even in California to build a house now 
for the veteran at $10,000. I think you will find that most of the 
builders throughout the country have come up with the same conclu- 
sion that you just cannot build a house now for $10,000 which will meet 
the requirements of the Veterans’ Administration or the FHA. There- 
fore, that is one of the principal reasons for this fall-off in the new 
starts. 

Mr. Sempman. Perhaps I did not understand your question. As I 
understand it, the VA guaranty is available for housing above the 
$10,000 level but I certainly disagree that this is the basic problem. 
I think the basic problem is that there are no funds available for VA 
guaranteed mortgages at 414 percent so long as competing types of 
investment are available at a higher rate. I think that therefore it is 
imeumbent upon the Government to step in along the lines that have 
been indicated in the bills which have been introduced to plug that 
gap. 

Mr. Sartor. You were in the room when a representative of the 
Bureau of the Budget stated that these proposals would evreate no 
new money at all, that all it would do would be to complicate the 
method of bookkeeping because all of these trust funds which you rec- 
ommend for use in the housing program and which have been recom- 
mended in these bill are already being used by the Government for 
other purposes; that, therefore, all it would do would necessitate the 
Government going out into the open market and selling bonds for 
other purposes. 

Mr. Seman. Well, as I understand it, these funds are now being 
utilized for investment in Government obligations. It may very well 
be that this would require alternative types of financing operations by 
the Government but we feel that these funds can and should be invest- 
ed in veterans’ home loan mortgages, VA guaranteed mortgages. We 
feel that this is a perfectly safe investment on the part of the Govern- 
ment and one which is particularly indicated at the present time. 

Mr. Saywor. In other words, the Government is already investing 
money in the direct-loan program. That is the principal basis under 
which this money is to be made available. The Government is doing 
that by a direct authorization. What is the difference between that 
and the method which these bills have proposed of taking other trust 
funds and investing them in veterans’ direct loans? 
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Mr. Srrmpman. Well, as I understand the proposals, they would 
make available, from the trust fund,and FNMA funds for veterans’ 
housing. I recognize that this would mean the Government. would 
have to sell obligations elsewhere in order to accomplish this objective, 
but we think that this objective is a very important one and therefore 
we believe that it should be done. I am not suggesting that this can 
be done without some additional financial obligation on the part of 
the Government, but we believe that this financial obligation in this 
particular situation is critically necessary. 

Mr. Saytor. Well, the important thing is to make money available 
for direct loans, Is not that the primary function of these proposals ? 

Mr. Semman. That is the primary function, or through secondary 
financing which is a step once removed. 

Mr. Sartor. Then why not come in and say that, instead of putting 
up the money in the amounts which we do now, which I think, Mr. 
Teague, is $50 million a quarter—in other words, the amount that is 
being made available now is $50 million a quarter—why not make the 
provision that, instead of having $50 million a quarter for direct loans, 
we make $100 million or $200 million available every quarter? 

Mr. Seman. I do not know the exact amount that should be made 
available, but I do think that we have had experience of using FNMA 
for secondary financing and I think that we should be using the na- 
tional service life insurance funds also for this same purpose of pro- 
vading a backstop to whatever is available in the private financial 
market. 

Mr, Saytor. But the purpose of FNMA and the purpose of na- 
tional service life insurance are two entirely different purposes. 

Mr. SetwpMaAn. That is correct. 

Mr. Sartor. One was to create a secondary market. The other was 
to create security for veterans in life insurance. There is a tremen- 
dous difference in the purpose of them. In the one the Government 
provides a secondary market to take care of mortgages. The other is 
providing life insurance. Now, I can see no reason whatsoever for 
taking those trust funds which the Government has been using for 
financing and selling bonds and taking that market away from the 
Government and turning around and making them sell another obli- 
gation. That-is the thing that I would like to get your thinking on. 
You seem to think that that would create more money. The man 
from the Budget Bureau, on the stand just a few minutes before you, 
said it will not create a penny’s worth of new money, that all it will 
do will be to make more bookkeeping for the Government. 

Mr. Sripman. I did not say, Congressman Saylor, that this would 
result in more money being available. I said that I thought that this 
money should be invested at the present time in GI home loans. <As 
long as there is the kind of a record that the GI home loan program 
has had, I believe that this would be a perfectly safe investment for 
these funds. 

Mr. Sartor. I do not question that at all, Mr. Seidman. I think 
that it would be a perfectly safe investment because the record shows 
that the veterans’ loans, both the direct loans and the guaranteed 
loans, have been a very excellent source of security. What I am trying 
to find is a way to get more money available for the veterans’ pro- 
gram. Now, there is only so much money available in the money 
market. With that statement, Lthink you will agree. 

















328 VETERANS’ LOANS 





Mr. Seman. Yes. 
Mr. Sayxor. In other words, no bill here in Congress is going to 
increase the amount of money that is available in the money market 
for mortgages. Is that correct? 

Mr. Szrpman. Well, no; I believe that if these proposals were car- 
ried out there would be moré money available for mortgages. The 
money might have te be obtained somewhere else by the Govern- 
ment selling its obligations, but there would be more money available 
for mortgages. 

Mr. Sartor. How is there going to be more money available for 
mortgages than there is at the present time? That is the thing on 
which I cannot understand your reasoning. 

Mr. Semman. Well, as 1 understand it, the Government would use 
the funds that are available from three different sources : from FNMA, 
from the national service life insurance fund, and from direct loans, 
to make V A-guaranteed loans to veterans. 

Mr. Sartor. Well, they are to be direct loans. 

Mr. Szeripman. They would be direct loans or they would purchase 
loans that were made at par by private lending institutions, one or 
the other. 

Mr. Sayuor. Well, there is nothing in the law now that will prevent 
FNMA from buying them and there has been no complaint that I 
know of that FNMA isshort of money. 

Mr. Semman. FNMA is not at the present time purchasing VA 
loans at par, as I understand it. 

Mr. Sartor. I will agree with you that I do not think that increasing 
the interest rate to 5 percent is the solution to this problem, but cer- 
tainly I think the failure to have the Veterans’ Administration loans 
participate at the same rate of interest prejudices them getting their 
fair share of the money in the market. 

Mr. Serman. There is nothing in the picture to indicate, from all 
that we have been able to see, that by raising the rate to 5 percent you 
would get an’ appreciable additional amount for VA mortgages. 
Certainly that has not been the experience in recent months with 
regard to the increase in the FHA rate. 

Mr. Sartor. No, but let us look at it very frankly. If you had your 
choice between an FHA at 5 percent and a VA loan at 41% percent 
and you wanted to invest your money and you were looking for re- 
turn, which mortgage would you buy ¢ 

Mr. Seman. I think the answer is that you would buy the FHA 5 
percent. But they are not even buying the FHA 5 percent. They are 
looking for conventional mortgages which are still higher and it is 
our opinion that, by increasing the VA rate now, you would simply 
eontribute to a spiraling of interest. rates upward, thereby barring 
more and more families from the housing market because the financial 
charges are more than they can afford to pay. 

Mr. Sayior. That is all. 

Mr. Ayres (presiding). Thank you very much. 

The committee will not hold housing hearings tomorrow. We will 
meet in the caticus room to hear the Veterans of Foreign Wars present 
their 1957 program. ! 

The committee will be adjourned until 10 o’clock tomorrow morning; 

(Whereupon, at 12:20:p. m., the committee adjourned to reconvene 
at 10 a. m. Tuesday, February 5, 1957, in the caucus room, Old; House 
Office Building.) 
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WEDNESDAY, FEBRUARY 6, 1957 


House or REPRESENTATIVES, 
CoMMITTRE ON VETERANS’ AFFAIRS, 
Washington, D.C. 
The committee met at 10 a. m., pursuant to recess, in room 356, Old 
House Office Building, Hon. Olin E. Teague (chairman) presiding. 
The Cuatrman. The committee will come to order. 


The first witness this morning is’ Mr. Burgess, of the Treasury 
Department. 


STATEMENT OF W. RANDOLPH BURGESS, UNDER SECRETARY OF 
THE TREASURY 


Mr. Burerss. Mr. Chairman, I am'very glad to be here this morn- 
ing. I think your committee has a very tough and difficult problem 
to face, and we have, too. You and we are interested in the best 
good of the veteran, and here is a problem where, in considering the 
interest rate on VA guaranteed mortgage, the President has sug- 
gested that the interest rate should be increased from 414 to 5 percent. 
On its face it looks as though this is something that is gomg to increase 
the cost for the veteran of getting a house; whereas’ probably that is 
not the fact. But if you face a difficult problem like that, you certainly 
want a body of information and opinion to ascertain all the facts and 
have them as a basis for decision, and they are very complicated facts, 
and so I am very glad to come and contribute to this hearmg anything 
that I can. 

As you know, this is not, in the Treasury, our special responsibility. 
T have sat in on a number of these decisions, because I am a member of 
the Advisory Board on Economic Growth and Stability, which, has 
been meeting from ‘time to time with: the housing people. So»there 
would be a relationship between the housing program. and the general 
economic policies. 

We are involved in this matter in the Treasury, because we are the 
biggest borrower of money in the United States, and we are in the mar- 
ket and out of the market all the time. So we keep in close contact 
with the lenders of money, including the lenders on mortgages, and 
try to keep ourselves informed ‘on this whole question. 
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So I have prepared, Mr. Chairman, a very brief statement of the 
way this thing looks to us. I would like to read that, and then I 
would be glad to answer any questions you may have in mind. 

The Chairman. Go right ahead, sir. 

Mr, Burcess. Although the major subject of your hearing today is 
not directly in the Treasury field, I am glad to add our support to the 
increase in the interest rates on VA-guaranteed mortgages recom- 
mended by the President. The proposed increase in the rate should 
be of considerable help in assisting veterans to obtain mortgages on 
their homes more readily. 

We believe that an increase in the interest rate is necessary to make 
the program for veterans’ mortgage work. The present arrangement 
pretends to give the veteran a 414 percent rate but actually it does 
not doso. The lack of a market for this form of mortgage has forced 
the ve‘eran into other types of financing which generally are not as 
favorable to him. It is essential that a proper rate be put on these 
mortgages so that the veteran can obain'the money needed to purchase 
his home—aunless you decide, of course, that this whole program ought 
to fade out, and that the veterans’ borrowing should be simply incor- 
porated with the facilities available to other people in the population. 

The proposed increase in the rate will not be inflationary. I am 
responding to the questions you asked in your letter. 

The Cuarrman. Very good, sir. 

Mr. Burerss. On the contrary, if the present program does not 
work, popular demands may force the Government to expand its direct 
loans to the veterans. This would be definitely inflationary. Also, it 
would increase budget spending and postpone further the time when 
much-needed tax reduction can be made. And the veteran is just 
as interested in tax reduction as anybody else in the population. 

The Treasury is opposed to the suggestion that funds in the national 
service life insurance fund be invested in guaranteed mortgages. | I 
may say this is not a new question. We looked up the record, and we 
found in 1952 this same question was raised, and that Secretary Snyder 
recommended against it. It was raised in 1955, and Secretary 
Humphrey recommended against it. We take the same position, for 
very much the same reasons. 

In the first place, these funds are not idle, but are currently fully 
invested in special issues of Government securities. The use of these 
funds to buy guaranteed mortgages would require the Treasury to 
redeem in cash the present investments in the fund. To raise this 
eash, an equivalent amount of Treasury market borrowing would be 
necessary, thus adding to the pressure on available funds for private 
investment. We would be adding to the funds available for mort- 
gages with one hand and taking away with the other. That is, there 
is no pool of unused money anywhere. This money situation is tight. 
All of the money available is being used. And if you take action 
which compels the Treasury to go out and borrow money, we have to 
take that money away from somebody else: We have to get it from 
insurance companies or savings banks or the public, or from the 
banks. And if we take that money from them, they have less money to 
invest in mortgages. So it is just a circular process. 

Or else we have to force the money market to a point where the 
Federal Reserve has to pump money into the market, and that is 
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directly inflationary. So that is no way out. It does not help the 
situation. 

Secondly, the Department believes that this suggestion violates the 
established principles which have heretofore governed the investment 
of Federal trust funds, that they should be in United States Govern- 
ment securities, the world’s best investment. With this as a precedent, 
pressure would be built up for similar relaxation of the investment 
policies of other Government trust funds, such as the Federal em- 
ployees’ retirement fund, the unemployment trust fund, Federal old- 
age and survivors insurance trust fund, and the railroad retirement 
account, and some others. 

The Treasury Department does not favor tax concessions to the 
home-building industry to attract investors to the guaranteed mort- 
gage program. President Eisenhower and Secretary Humphrey have 
repeatedly stressed that tax reduction is not justified under the ex- 
isting budget situation. Furthermore, when tax reduction does be- 
come feasible it should be broadly based so that all Americans share 
in it. When one person is given tax exemption, naturally others 
have to pay more taxes. So there again, you do not gain anything. 

This same principle applies to accelerated amortization for tax 
purposes. The Treasury has considered accelerated amortization pro- 
visions appropriate only with reference to defense industries, strictly 
defined, and opposes any extension for other purposes. 

And we have taken that position consistently. 

Mr. Ayres. Mr. Burgess, I presume in your capacity you are 
familiar with the voluntary home credit program? 

Mr. Burerss. Yes, I am. 

Mr. Ayres. What would be your opinion of expanding the direct 
loan program and continuing the VHMCP in an effort to give private 
lenders an opportunity to get into the field, but still have the direct 
loan money available for the veterans if they were not able to induce 
the private lender to get into this mortgage market ? 

Mr. Burecerss. Well, I think that is one point about these rates. I 
think with a 5 percent rate, you could expect the voluntary home 
mortgage program to continue. I think, in fact I know they have tes- 
tified here, that with the 414 percent rate it would be very difficult for 
them to continue their program. That has been a very valuable pro- 
gram. They have taken, I think, close to $200 million worth of mort- 
gages, and they have taken it in spots where mortgage money is scarce. 
It has been of enormous help in getting the veteran money. 

Now, they have been buying these mortgages at prices which, 
frankly, are above the market. ‘They have been paying 12 cents for 
10 cent oranges. They cannot keep on doing that indefinitely, or 
they will be under the possibility of attack by their owners, their stock- 
holders. They just are not fair to their policyholders if they keep 
on buying securities at prices above their value. And I know they 
are having very serious problems about this. I think if your commit- 
tee were to pass this rate increase up, they would have a grave prob- 
lem as to whether they could continue that program. 

But, of course. if they do not, it immediately begins to put terrific 
pressure on the VA and FNMA to go in for direct loans or buying of 
mortgages. And that bears on the budget, and it is inflationary. So 
that is not the way to do it. And it would not do it as satisfactorily, 
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either. You would be taking the loan out of private enterprise chan- 
nels and putting it into Government channels. 

Mr. Ayres. One of the obstacles in the way of a rate increase, Mr. 
Secretary, is testimony that has been given here that there is approxi- 
mately $900 million in commitments to veterans who purchased their 
homes in good faith at the 414 percent rate, and now if it is raised most, 
of their contracts stipulate that should there be an increase prior to the 
actual closing of the loan they would be subject to the higher rate. 

Mr. Burczss. Well, I do not know the details of those figures. . Of 
course, that is what has happened right along. If you are borrowing 
from a bank or borrowing anywhere, if you have that kind of con- 
tract, that is the situation. 

Of course, the other thing that you constantly have to look. at is 
what the real cost.of the home is. The thing that bothers us as much 
as anything in this business is that the cost of these houses is going 
up. I think a fair statement is that building costs have risen 10 per- 
cent in the past 2 years. Now, that costs the veteran a lot more than 
«# half of 1 percent. increase in his mortgage interest. And if you can 
follow a policy which keeps prices stable, even though he pays a little 
more interest, he is much better off. So that while there is a direct 
cost to the veteran, I admit, if you raise this rate, I think the indirect 
costs of not doing it are greater. 

Mr. Ayres. Perhaps you can help us in this situation Mr. Burgess. 
There has also been considerable testimony that if the interest is in- 
creased on the GI mortgages to 5 percent, it won’t bring any more 
money into the market because, in the tight situation in which we find 
canal een, the big fellow will outbid for the money and pay the rate 
necessary for him to get the money that he needs to expand his busi- 
ness or develop industry, and so forth and so on. 

Mr. Bureexss. Well, I don’t think that is so. I think that at a 5. 
percent rate you would have more money. 

Now, the figures are not very clear as yet, as to what the increase 
in the FHA rate has done. But some figures I saw a few days ago 
showed there was some improvement in FHA since they raised their 
rate to 5 percent. 

I know these lenders of money. If you can give them a 5 percent 
rate on a mortgage of this quality, they will take more of that and less 
of some of these industrial bonds at 4 percent that you have. I think 
it puts you, again, in a competitive position to get money. 

r. Ayres. To your knowledge, Mr. Burgess, has there been any 
comment from the Treasury Department to the Veterans’ Administra- 
tion to. keep the direct loan program down as much as possible? 

Mr. Burgess. We have not exercised any particular pressure. We 
have talked about it. I think you people in Congress want to keep 
Government expenditures down, That is a direct charge to the tax- 
payer. And if you gan get the money from private sources and take 
care of the situation, I don’t know anybody who would say you should 
put Government money in instead, We would all prefer, I think, to 
do this job with private enterprise money rather than Government 
money. And we fi discussed that together. We have not tried to 
tell the Veterans’ Administration that you must do this or must do 
that. We have had discussions about it, yes; but I think we all have: 
the same objective. 
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Mr. Ayres. You see, the Members of Congress were placed in a 
rather embarrassing position, getting hundreds of letters from vet- 
erans wanting homes, and then the VA testified that they had two 
hundred thirty-some-odd million they could not: find a market for. 
Now, there may have been several reasons for that. The limitation 
of $10,000 on the direct loan homes may have slowed up the demand 
from their point of view. 

But I am thinking of your statement that you ‘have no objection 
to the direct loan program being continued and even expanded in 
connection with the VHMCP if the rate was at 5 percent. 

Mr. Burerss. I think you people know the background of that better 
than I do, but. I think that the direet loan program was a kind of 
lender of last resort program, a sort of guarantee fund inthe back- 
ground to fill in the gaps when private enterprise did notdo the job. 
And I think it does have a definite function. 

Of course, we would prefer to see the job dene just as far as it'can 
be by private enterprise. That is the American way to do it. 

Mr. Ayres. But if private enterprise cannot do the job, then, as 
you state in your statement, it might be necessary to expand the direct- 
loan program. 

Mr. Buregss. I think it would be very difficult to avoid it. 

Mr. Ayres. In other words, if we did raise the rate to 5 percent, and 
we found that mortgage money was not coming into the GI field, 
then your position would be not.to raise it to 514 or 6 to get it into the 
field, but, to go ahead and if the VHMCP could not find the lenders, 
have the Government do the lending ¢ 

Mr. Burezss. I think that is trying to look ahead to a hypothetical 
situation. 

Mr. Ayres. But the thing, Mr. Burgess, that will prevent the Con- 
gress, in my judgment, from voting an increase, is that they are not 
convinced that we are not just going up a ladder, and that this is the 
next rung and the next rung is going to be 514, and the next rung 6. 

Mr. Burezss. Yes. 

Mr..Ayres. I agree with you that at a 5 percent rate if the discounts 
were practically eliminated the veteran would havea better deal in 
thelongrun. Butif we are just being mousetrapped into this escalator 
deal, I am quite confident that the direct loan program would be ex- 
panded. And I am glad to see that you agree that 5 percent is as 
high as we should go at the present time. 

Mr. Burgess. It is certainly all I would recommend at the present 
time. Nobody is a prophet enough to look ahead and see what the 
economic situation is going to be and what the pressures are, and so 
on. But'certainly at the present time, 5 percent would be a fair rate. 
The mortgage might not sell exactly at par, but it would be close to it. 

Mr. Ayres. Under the present direct loan arrangement, the Veter- 
ans’ Administration can decide which areas should be available for 
direct loans. But if we were to increase the interest rate to 5 percent 
and expand the direct loan program and continue the VHMCP, then 
perhaps it would be advisable to make direct loans available to any 
veteran, regardless of where he lived. 

Mr. Buregrss. I do not know as I know enough about the details of 
the program to answer that, Mr. Ayres. Again, you are looking at a 
situation that is a little ahead. 
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Mr. Ayres. That is the only way that we would be able to make 
certain that a large percentage of the veterans had mortgage money 
available. Because percentagewise they live in areas that are not 
now eligible for the direct loan program. So, in order to make your 
popens of the increase effective and make the VHMCP get on the 

all and go out and try to find lenders, we would have to have the 
direct-loan money available to any veteran regardless of where he 
lived, who was eligible under the present program. 

Now, perhaps, if the firm stand that you have taken, in saying that 
the 5 percent should go no higher at this time, and if money cannot. be 
available at 5 percent, then direct loans should be made in conjunction 
with the VHMCP, we might stand a better chance of getting some 
—— through the Congress. 

r. Burerss. Yes. Under present circumstances, that would cer- 
tainly be my position. 

Mr. Ayres. I will tern it back to the chairman. 

The Cuarrman. Mr. Burgess, I am sorry I had to step out. Mr. 
Ayres has said, and I agree with him, that he doubts very much if the 
Congress wil] vote to increase the interest rate. But I do believe that 
there is a lot of sentiment in Congress for using some of this insurance 
money. 

As I understand you, you make two objections to it. The first is 
that you would have to get rid of present investments. Testimony has 
been given by members of the Banking and Currency Committee, who 
should know something about business, that actually it is just a paper 
transaction, and it does not amount to anything. 

Mr. Borerss. I wish they had to do it. It means we have to go 
out on the market and raise additional money. 

The Cxamman. Let me ask you this, Mr. Burgess: What kind of 
a turnover is there? Suppose it were used as it became available? 

Mr. Borcess. It does not become available. It is invested in Gov- 
ernment securities as fast as it accumulates. It is one of the ways we 
get money to run the Government, without going out and borrowing 
money from the bank in an inflationary way. We are operating right 
now with an operating cash balance in the Treasury of less than $2 
billion. We have had to go out and borrow on special bills. This 
idea that the Government can just reach in and produce an additional 
billion dollars out. of the air—there is nothing in it. We have to bor- 
row like everybody else, and we have to borrow from the same sources. 
And when we go in the market there is less money for those lenders to 
make mortgages for the veterans. So what you give with one hand 
you take away with the other. This is not a position that we alone 
have taken. Secretary Snyder took the same position in 1952. We 
considered it in 1955 and took that same position. 

The Cmarrman. Well, Mr. Burgess, from your letters and from the 
letters of the Bureau of the Budget, I understand that you people con- 
sider this as rather serious and that certainly it should not be done. 

Mr. Bunroess. I agree. 

The Cuamman. But as I say, if today we had a bill on the floor, I 
think it would go right on through. The Members of Congress eon- 
sider this veterans’ money in the first place. It is a trust fund, and 
that a GI-guaranteed loan is just as good an investment as the security 
now used. I believe that is a pretty good estimate of the feeling in 
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Congress today. You should make a very complete case against doing 
this today, if you really think we should not do it. From your letters 
and from talking to people in the budget, I think they think it is a 
very serious matter. But if we should not, I certainly think you peo- 
ple ought to give us more information than you have up to now. 

Mr. Buregss. Well, Mr. Congressman, I don’t know what additional 
one can say. 

Of course, we have always considered these insurance funds, where 
we collect money from the veterans, a pretty sacred trust. Now, a 
Government bond is‘the best investment for such trust funds. A 
mortgage partially guaranteed by the Government is a pretty good 
piece of paper. The losses on it have been very moderate. But it 
is not a Casrertonean security. It is not the best kind of investment 
for trust funds that we receive from veterans. ; 

Then, as I said, this is not an idle pool of money. This is money 
that is already being used. 

The Cuatrman. Of course that was testified to. It is not idle. 
It is a pool of money that you people want to keep. But it belongs 
to the veteran, and actually there is no reason it should not be used 
for veteran housing. 

Mr. Burerss. There is the question of what is for the best good 
of the veteran. You do not benefit him if you put in Government 
direct lending with one hand:and at the same time-make money. less 
available from other lenders with the other hand, which is what this 
procedure would be doing. Or, on the other hand, if you borrow 
from banks, you follow an inflationary process of creating more money, 
which has the effect of increasing the prices of houses for the veterans. 

As I said when you were out, one of the things that we look at 
most seriously is that the cost of the new house that: the veteran buys 
has been rising steadily. It has risen 10 percent in the last 2 years. 
And that is going to cost the veteran more than an increase in the 
interest rate, substantially more. And if you continue inflationary 
policies of that sort, we just are not being fair to our veterans. 

You move the housing out of the price range that he can afford to 
pay. So following an inflationary policy to do this job is a very 
illusory policy to follow. 

The Cuatrman. Let me ask you this question again: You people 
consider using this. trust fund a very inflationary matter, and you are 
very seriously against. it? 

Mr. Burerss. Very. 

The Cuarmman. I do not know enough about. money to know. We 
have had people before us from the Banking and Currency Committee 
that ought to know how this Government finance operates, and they, 
to.an extent, had peculiar reasons for not using“t. 

Mr. Burgess. Well, these are very complicated and difficult things, 
Mr. Chairman. We can just give you our best opinion. 

Mr. Ayres. Mr. Burgess, if the Congress should, as Chairman 
Teague says, pass legislation using the NSLI funds, would you recom- 
mend a veto? 

Mr. Buregss. Yes. 

The. Cusmman. Mr. Burgess, one other question: There was a 
statement, in the press in the last few days attributed to Mr. Balderston, 
the Vice Chairman of the Federal Reserve Board, in which he said 
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that: “Recent residental construction is an example of a type of post- 
ponable demand in our economy.” 

Do you believe that we can postpone our housing industry for 6 
months, ora year? 

Mr. Buresss. Well, Mr. Chairman, I do not think you can postpone 
the whole housing industry. I think it has-to go forward, . But one 
of the inflationary pressures in our economy has come from building. 
The fact. is that last year there was bigger construction, when you 
include both housing and business construction, I think than any 
previous year.inour history. It made new high records. 

Any of you who have tried to build know the difficulty of getting 
carpenters and materials at fair prices. 

We did a little carpenter job around home this year, and I know 
about it. The prices have been forced up. 

The amount of-mortgages that were written in the past 2 years 
is ahead of anything we have ever seen in this country... Individual 
mortgage debt went up by $15 billion in 1955 and. there were $14 
billion placed in 1956. Now, that is not a dearth of housing. That is 
a wave of housing. 

We are still building at the rate of a million starts a year, and-we 
have average family formation in this country of something like 
700,000 new families a year. And I think the records of Mr. Cole’s 
Department show very clearly that there are areas in this ¢ountry 
that are overbuilt. I know that personally, from talking to people 
in different-areas. 

So that I think some restraint in the volume of building is not a 
calamity but may be very healthy inthe longrun. 

Now, of course, builders, who make money out of the building busi- 
ness, just want to have the volume continue at very high levels. They 
have had-very lush business for a good many years and they like it. 
but I do not think we must let the opinion of the building industry 
determine what we think is good for the veteran and for our people. 
A congested building condition forces prices up, and it has been do- 
ing it. They are up 10 percent, and they are going to go up further 
if you pour too much money into this business and force more build- 
ing than the industry can really handle. 

The Cuarrman. Mr. Weaver? 

Mr. Weaver. Mr. Burgess, if the VA rate should be increased by 
the Congress, and if that is ‘not going to rémedy the situation, then 
what would be your suggestion to meet the housing needs for veterans ? 

Mr. Bourcrss; Well, Mr. Weaver, I am not a seer. All one can see 
isthe next step. I think this is the next step. 

Mr. Weaver. I am just going from your statement here, where you 
suggest that 5 percent will help out. And if it does not, what would 
be the next step? 

Mr. Borcess. I think it will help. And if that did not help, I 
would take another look when that situation arose. 

Mr. Weaver. But) that next look, then, would probably mean an- 
other increase in interest rate? 

Mr. Boreerss. I would doubt that. My judgment is that that will 
help a great deal, and that you won’t be foréed into anything further. 

The Cuairman. Mr. Burgess, you are aware that practically every- 
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body who has' testified before the committee has said that it will make 
VA building more competitive but will not provide more money. 

Mr. Burgess. I would not agree with that. I think it will provide 
more money than at 4144. Your volume of money available at 41 is 
shrinking with very great rapidity. The figures prove that. I think 
it will stop that shrinkage and will give you some more. money for 
the veterans’ program. 

I base that on all I know about money. They used to say 5 per- 
cent will bring money out of the ground. Lenders of money have 
sharp pencils, and they lend money where they can get a return. ‘This 
414 not only is a bad return, but it results in discounts and deception. 
Where a builder tries to build and sell these mortgages, somebody 
has to absorb the discount. And do you think the builder absorbs 
them in every case? The veteran is getting fooled, gentlemen. This 
isa deception on the’ veteran. It pretends to be something, and it 
is not. 

The Crarrman. It is also an interest rate, is it not, Mr. Burgess? 

Mr. Burcess. The 414? 

The Cuarmrman. No, the discounts. 

Mr. Burcess. The discounts are part of the cost of money. 

The Cuatrman. So actually you have 514 and 6 percent in the 
country today. 

Mr. Burcrss. That may be what the veteran is paying in some cases 
only there is a different’ label on it, because somehow we do not have 
the courage to face the facts and put the right label on it. 

The Cuarrman. Mr, Fino? 

Mr. F tno. Mr. Burgess, the Government, in borrowing this money 
from these various trust funds, pays a certain rate of interest. Is that 
correct ? ' 

Mr. Burorss. That is right. 

Mr. Frno. And that is how much? 

Mr. Burerss. The rate on the national service life fund is fixed by 
law in effect. It is fixed by law at 3 percent because that is the basis 
of the actual calculations in the law. , 

Mr. Fino. So that the Government steps in, borrows money from 
the national service life funds, pays 3 percent, and yet refuses to allow 
the veteran, who has put that money into the fund, to pay 414 percent. 

Mr. Bureess. That is the law. The present 414 percent mortgage 
also has certain costs of administration. So the difference between 
3 percent money and 4% is not what it looks, but when-yon add 1 
percent or something like that for the administration of the program, 
you are. going to find you do not make much more money on it. 

Mr. Frxo. Do you not have that same administrative cost when the 
Government transfers these funds and works on these funds and 
manipulates these funds? 

Mr. Burcess. No. [hear your word “manipulates,” sir. 

Mr. Frno. It is some sort of bookkeeping that.the Government en- 
gages in., , 
~ Mr. Buroxés, Tt is more than bookkeeping. We would have to go 
out and raisé the money if we redeemed the fund’s present investment 
to buy mortgages. . 

Mr. Fino. Let me ask you: For the year 1956, on the sale of United 
States defense bonds and other Government securities, how much 
did the Government raise? 
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Mr. Buroess. Both refunding and cash? I would be glad to supply 
that for the record. It is somewhere around $65 billion, including re- 
funding. 

(The information referred to is as follows :) 

The Treasury issued $50.5 billion of new marketable securities during refund- 
ings in 1956, and $7.5 billion of marketables were sold for cash. In addition 
we sold $5.5 billion of savings bonds. This was in addition to about $20 billion 
of Treasury bills which were rolled over every 13 weeks. 

Mr. Fivo. And how much rate of interest does the Government pay 
on those funds that it borrows? 

Mr. Burezss. Well, our average last year was somewhere in the 
neighborhood of 3 percent. 

Mr. Fino. Itdoes not exceed 3 percent ? 

Mr. Bunreess. Well, it did in the last financing. We just. were sell- 
ing in the last 2 days a series of 33g percent certificates for a year and 
314 percent for 3 and a quarter years. 

Mr, Fryo. Is it not a fact that the sale of defense bonds has in- 
creased in the past year / 

Mr. Burcrss. You mean the savings bonds? 

Mr. Frno, Yes; which is a form of borrowing on the part of the 
(yovernment. 

Mr. Burerss. Unfortunately not. There were more cash-ins than 
there were sales in 1956. That is one of our problems—one of many. 

Mr. Frvo. Maybe we ought to adopt the system that England 
adopted, pool the interest and use lotteries to attract the people into 
buying defense bonds or Government bonds. 

Mr. Burcess. Well, I was looking at the figures for the British 
savings bond yesterday, and they have shown no increase either, to 
speak of. 

Mr. Frno. Well, I do not know where you saw the figure, but I had 
a report from the Treasury of the English Government which indicates 
that in 1 month of operation they raised $150 million. 

Mr. Burcess. Well, it is an interesting idea. We have thought 
about it from time to time. Our soundings of public opinion would 
indicate that the American people do not like it. 

Mr. Fino. When you say the American people do not like that, you 
mean that is the feeling among the ‘admimistrative’ herds, that the 
people might not like it? ms 

Mr. Burczss. No, no, You go around and sample some opinions 
around the country as to whether they would like to have the United 
States Government raise money by a kind of lottery bonds. The 
Soviet Government does it. : 

Mr. Frxo. Several other countries do it, too, and have found it very 
profitable. 

Mr. Burcess. Cuba has lotteries; they make money for the Govern- 
ment by lotteries. I just. think you will find that the American people 
do not like that. 

Mr. Fro. Well, I do not agree with you, because I happen to be 
the sponsor of that type of legislation here in Congress, and have been 
sponsoring it for the past 4 years, and it has been my contention—and 
it is a conservative estimate on my part—that if we were to have a 
Government lottery in this country, we would raise at least $10 billion. 
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Mr. Burenss. Well, we are good administrators, If the Congress 
votes to do it and the President signs the bill, we will do it, 

Mr. Fino. And correcting your impression about the people, I 
would like to inform you that my correspondence indicates—and 
this comes from the people; not Government officials, but frem the 
rank and file—that ratio is over a thousand to one in favor of this 
system. 

_ Mr. Burcess. That is very interesting, sir. Will you send me some 
information about that? I would be very interested im seeing it. 

Mr. Fino. I would be very happy to, Mr. Burgess. 

Mr. Lone. The testimony that we have heard here before is that to 
raise the interest rate to 5 percent would not bring any more money 
into the market for the purpose of building homes for veterans. 

My question is: If that be true, then if we should decide that we 
should go back to a direct loan and extend the area on which a direct 
loan can now be made, do you think that would help if this does not 
raise the money ¢ 

Mr. Burerss. Well, sir, as I have indieated, I think it would help 
to raise the rate to 5 percent. All my experience: with money«is:that 
the amount available depends a great deal on the price, and if you put 
a fair price on your money you can get it. 

Now, as I say, you have a present situation, and you do what that 
present situation calls for. And to decide what you would do if this 
thing does not work—that is always a diffieult thing to do. It isa 
hypothetical problem. 

So it is hard to answer that last point. 

Mr. Lone. Of course, this is a question of getting money to build 
homes for these veterans. And the one question that would naturally 
follow: If one thing would not work, then the question that wonld 
follow would be : What will work ? 

My question would be: If we do raise it to 5 percent, and then it 
does not work, would you then think if we went to a direct loan and 
extended the area, that would be desirable ? 

Mr. Bureess. Of course, the amount of money available for direct 
loans in the Veterans’ Administration appropriation is not large 
enough to do the whole job. That is, we are talking about a tremendous 
thing. We are talking about a program that involves’ billions of 
dollars. And it is almost impossible for the Government itself to take 
the place of private enterprise in that whole market. The Government 
program has been a kind of safety valve and a lender of last resort to 
take care of the fellow that is not taken care of in the private pro- 
gram. And our whole objective, I take it, is to try to set up a frame- 
work under which those billions of dollars saved by the American 
people will flow into mortgages for the people to have houses. 

So that I do not think that a little change in the use of the direct 
loan authority by the Veterans’ Administration is going to have any 
major influence on this situation. 

The Cuarrman. Mr. Whitener ? 

Mr. Wurrenrr. Mr. Burgess, there is just one statement that I 
would like to amplify, that you have in your testimony. You say the 
proposed increase to 5 percent will not be inflationary. 

Now, you say that the cost of houses has gone up 10 pereent in the 
last short while. Do you attribute that to an easy money situation ? 
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Or what do you mean by this increase, and that the rate won’t be in- 
flationary ? 

Mr. Burerss. Well, I think the increase in the cost of houses has 
been due to, or is partly a result, of prosperity. We have had a terrific 
volume of business in this country for several years past. It has been 
wonderful. But in certain areas we have attempted to do a little 
more than we had the men and the materials and the money to do it 
with. And when you do that, the prices rise. 

Now, the area of building is one of those areas there that has 
taken place. 

There has been, as I indicated before, an enormous volume of 
houses built in the past 2 or 3 years. There was a net increment of 
$15 billion in mortgage debt of individuals in the year 1955. There 
were $14 billion in the year 1956. 

Now, when you try to do that much building in a short time you 
are just bound to force the price up. 

ow, that is not the situation today. The situtaion is that the 
volume of home building is beginning to move off. I think with a 
5 percent rate you could attract money into the veteran part of that 
to maintain a fair level, but I do not think an excessive level. So I 
do not think you would be inflationary if you did that. 

Mr. Wurrener. So you feel that the increase in the interest rate 
would not stimulate home building too much, but it would take care 
of a few folks. Isthat right? 

Mr. Buregss. I think that is it. I think it would keep the veteran 
program from going down further. I think it would mean that the 
fellow who really wanted to build and ought to build, who had a little 
resources of his own and who was willing to make the sacrifice involved 
in putting up a little cash and in making his monthly payments, would 
be able to build. 

Mr. Wurrener. So that in effect would eliminate what we have 
known as the GI loan ? 

Mr. Buresss. If you mean the no downpayment 30-year loan it is 
becoming as obsolete as the dodo bird. Because the lenders, who 
have an enormous demand for money, just do not want to lend money 
that way. 

Mr. Wurrener. So this 5 percent, then, would not be of much value 
to the GI in getting what we have known heretofore as the GI loan? 

Mr. Bureess. Well, of course, a great many GI loans have been 
made on a little larger downpayments and on shorter terms, and I 
think a great many will be made, I think you will have a good sound 
GI loan on this basis. 

Mr. Wurrener. Then, sir, I would interpret. your remarks to mean 
that with 5 percent increase the amount of money that would be in 
the market then would permit some building. And would it not’ be 
also true that that would be more likely to fall in the more densely 
populated areas and not in the smaller counties or cities and towns? 

Mr. Bureess. Of course, that is often the difficulty, and that is one 
of the reasons for the voluntary home-mortgage program and for 
the direct-loan program of the veterans, to see that in these remote 
pockets there is money made available. I think you have to use a little 
administrative action on that as well as just the rate. But I think even 
there, if you have a fair rate on these things, you are more apt to get 
the building. 
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The Cuamman. Dr. Long? 

Mr, Lone. I think I aaiemiael you to say that no downpayment 
loan was about out of business. 

Mr. Burerss. I blanketed that with the 30-year no downpayment: 

Mr. Lone. The 30-year no downpayment. Now, in view of the fact 
that you think that the no downpayment is going out, then just what 
percent would you suggest that the veteran loan would carry on a down- 
payment? How tte. would you have to pay ¢ 

Mr. Buregss. Well, sir, I would not want to lay down the terms. 

Mr. Lone. You probably have some idea. You just said that the 
“no downpayment” was out. Then the thought comes. back to me: 
If the “no downpayment” is out, how much will they have to pay? 

Mr. Burerss. I was just trying to state what the facts are, rather 
than what I think they ought to be. , And I do not know all the facts 
well enough to answer your question. 

My information is to the effect that a great many people are now 
getting a 5 percent or even 10 percent downpayment on these loans on 
the smaller houses, 

Mr. Lone. How much ? 

Mr. Burcess. Five percent in some cases and in some cases 10 per- 
cent. 

Mr. Long. Five percent down ? 

Mr. Burerss. Yes. But I think that would be a good question to 
ask the housing people rather than me, because they know the facts 
as to the veterans better than I do. 

Mr. Lone. Do you think the fact that they had a no-downpayment 
plan for quite some time and a number of houses were so many 


dollars—that that has had any effect on the effort to raise the interest 
rate ? 

Mr. Burceess. No, sir. I think that the interest rate increase is one 
of those things that. happens in pesos to the law of supply and 


demand. When money is less available, and people want to do more 
things, the interest rates go up. It is just exactly like oranges or 
apples or anything else. When there is more demand than there 
is supply, the price goes up. 

Mr. Lone. A number of people have testified here that this process 
of direct loans would be inflationary and the manner in which these 
no-downpayment loans have been made is inflationary, And then 
the same man testified that the fact that we do not have enough 
money to go around is the reason we cannot get this at 4% percent. I 
am confused as to how you can have inflation and yet not have 
enough money. I wonder if you would care to comment on that? 

Mr. Bureess. That is one of those deep mysteries of finance, Mr. 
Long. When you have inflation, you never think you have enough 
money, but you usually have too much. 

Mr. Lona. I did not understand your answer. I want to find out 
how you can have inflation and still not have enough money. 

Mr. Buraszss. Well, it is a ratio between your demand for money 
and your actual supply that produces your inflation. And if you 
stimulate that demand by throwing credit around too freely, then 
people are trying to do more than there are the men and the mate- 
rials available. 

Mr. Lone (presiding). Mrs. Rogers? 
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Mrs. Rocrers. No. No questions, Mr. Chairman, except that I am 
always delighted to see the Secretary and to hear him. 

You have not any reduction of taxes in your pocket, have you? 

You need not answer that. 

Mr. Burcess. I may say, Mrs. Rogers, that that partly depends on 
what you people decide abt’ some of these bills. 

Mrs. Roerrs. That does not say what you would like to do, though. 

Mr. Burerss. We would like to reduce taxes as soon as possible. 
But we cannot hold out any hope until we get this budget under con- 
tro] a little more tightly. 

Mrs. Rocers. But that would help the veterans ? 

Mr. Boureess. Tax reduction would be good for everyone. I have 
two boys that are veterans of World War II, and they are paying very 
high taxes. And these veterans of World War II are just getting to 
the stage where they are coming into responsible positions, where 
they are having children, and tax reduction would be a wonderful 
thing for them. But we cannot give them a tax reduction until we 
can keep the expenditures of Government a little more closely in hand. 

Mrs. Rocers. You could not give them tax reduction, and not 
others? 

Mr. Burerss. Well, it is very hard to pick and choose, is it not? So 
many of us are veterans now. There are more than 20 million living 
veterans, So that I think we have to do it up and down the line, for 
everybody. It takes a lot of money. 

Mrs. Rogers. Will you keep that in mind, reduction of taxes? 

Mr. Burcess. We certainly will. 

Mr. Lonc. Mr. Weaver? 

Mr. Weaver. Mr. Burgess, all of the testimony that we have had 
here before the committee, practically all of it, has been to the effect 
that the going rate on some of the more desirable places for invest- 
ment money has been anywhere from 51, to 6 percent. 

Would it be your opinion that an increase in the rate from 4% to 5 
percent on VA loans would reflect, then, also a further increase in 
these other places for money? 

Mr. Bureess, No, sir. You mean would it cause these other rates 
to go higher? 

Mr. Wraver. Would it cause these loans in the bracket between 514 
and 6 percent to change? 

Mr. Burerss. I do not know just what you mean there. 

Mr. Weaver. Some of the insurance companies that testified here 
said they could place their money in some corporate securities where 
there was a going rate of about 51, to 6 percent. 

Mr. Burerss. There are a few cases of that, but in the main they 
are lending money to business at 414 or 414, or 4 percent with the 
very best credits. So it would be rather rare cases where they would 
get 5 to 6. 

I think that from what I know about insurance companies, a 5 per- 
cent rate for this is competitive with other employment of money, 
and a change of this rate would not affect other rates, because we 
really already have a 5 percent rate for veterans’ mortgages, although 
we have not got the label, because of these discounts. . 

Mr. Weaver. You say it would be competitive. But several insur- 
ance company officers testified that they would continue to place their 
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money in these other channels if the VA rate was not increased. What 
comment would you have on that? 

Mr. Burouss. I am very clear that you can put your finger directly 
on one thing. It is my opinion that 1f you get the rate at 5 percent, 
the insurance companies will continue their voluntary home purchase 
program, which has been very valuable. If you do not, I think the 
would find it very diffieult to continue to purchase any substantia 
number of these mortgages. 

Mr. Weaver. It is because of their statement that it is hard for me 
to reconcile in my mind, then, why 5 percent would be adequate. 

Mr. Burerss. I can simply give my opinion that I think you would 
move mortgages at 5 percent. 

Mr. Weaver. Then if I may ask you one other question: Had the 
FHA rate not. been increased, what would be your opinion as to the 
availability of money? Had the FHA rate not increased and re- 
mained the same and the VA rate, of course, remained at 4% percent ? 

Mr. Burcrss. Then I think you would have a continuation of the 
recent downward trends, which are very obvious. The trends were 
that less and less money was being channeled through the FHA and 
the VA and more and more was going to conventional mortgages. 

You have still got an enormous flow of money into mortgages ii this 
country. You have got the savings and loan associations turning up 
close to $5 billion for mortgages a year. You have got the life-insur- 
ance companies turning up $3 billion or something like that for mort- 
gages. You have got trust funds and savings banks and so on turn- 
ing up an additional amount. So there is still a very large amount 
of money available for mortgage lending in this country. And it will 
go into the channels where it can be used profitably and on satisfactory 
terms. 

Mr. Weaver. Going back to the question I asked you a moment ago, 
if the 5-percent rate would be effective and would not do the job, 
as to making this additional source of money available, then would a 
further increase be necessary ? 

Mr. Burerss. Well, again, that is a hypothetical question. It is 
a very hard one to answer, Mr. Weaver. 

Mr. Weaver. If I am not mistaken, a statement was attributed to 
Mr. Humphrey. that if wedid not stop spending money we would have 
a depression that. would curl your hair. 

I know you people do not like to go. into the future and make these 
predictions as to our general overall structure. 

Mr. Bureress. When Secretary Humphrey was talking about hair 
curling he was talking about long-term trends; that if in this country 
we over a long period of years violate economic laws, they will turn 
and bite us. There is no moratorium on economic laws. Now, that 
is aside from what you and I were talking about. 

On that, 1 think there are some few signs that our economy is get- 
ting into a better adjustment between the saving of money and the 
spending. 

You see, our trouble, our inflationary trouble, is due to the fact that 
we were trying to spend a little more money than we were saving. 

Now, we have overtaken that just a little bit. We are saving a 
little more money. The savings by individuals m this country in- 
creased in the year 1956 over 1955. And at the same time some of the 
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demand for money has slackened off a little. There has.been a little 
more sober thought. yf 

One of the areas where it is not going quite as fast is, ef course, this 
area you are talking about. . We hope it does not go too far that way. 

There are other areas where there is apparently a little less-pressure. 

So I think there is some evidence of coming into better balance... And 
I think the money markets change in January and February, where 
Government bonds, for example, had a recovery of 3 and 4 points, re- 
flects the opinion of some people that we are getting into better bal- 
ance. - Now, whether that is so or not, I do not know... And we can 
only tell after the fact. That is one of the background factors in try- 
ing to decide whether or not a 5-percent rate will do the job here. 

Mr. Weaver. Well, Mr. Burgess, you are here to testify, and, your 
testimony shows, that we needed an increase apparently because there 
is not enough money available. So would you agree with me,that at 
5 percent, if a 5-percent rate is effected, and if then still enough money 
is not available, that would necessitate a further increase / 

Mr. Burerss. Well, sir, I am not sure about that. 

Mr. Weaver. Well, you said in your statement that if we had to go 
to the direct-loan program and expand that, that would be infia- 
tionary ? 

Mr. Buragss. That would, yes. 

Mr. Weaver. So I would assume that if we go to 5 percent and that 
does not do the job, we cannot go to the direct-loan, program, under 
your thinking, and then it would necessitate a further increase / 

Mr. Buregss. Well, I always hesitate to try to cast my mind forward 
into a hypothetical siutation. I know what the present situation 
calls for. 

Mr. Weaver. I think it behooves all of us to consider those factors, 
because we are increasing the cost of housing to veterans every time 
we raise the rate. 

Mr. Burexrss. Well, the other side of that shield is that whenever 
you increase the price of the house that he buys, it also makes it 
harder for the veteran. So you have got those two teams that you are 
driving. And you have also got this tax angle that Mrs. Rogers 
points to. 

So I just feel the United States Government ought to try to set this 
thing up, as far as it has an influence in the matter, so that the flow 
of private money does this job, instead of putting in direct Govern- 
ment money—because every dollar you put in of direct Government 
money postpones just a little bit the time when we can reduce taxes. 

Mr. Lona. Mr. Whitener ? 

Mr. Wutrener. Mr. Burgess, this inflation matter is something I 
cannot quite get through my mind, from your testimony and the: 
testimony of others as it has appeared. 

The President, I remember, in his state of the Union message, said, 
in effect, and I do not purport to quote him, that labor should be very 
cautious about demanding wage increases and at the same time that 
the business interests of the country should be very reasonable in their 
demands or desires for profit, because excessive demands by either 
group would contribute to the inflationary process. That is my 
memory of what he said. 
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But at the same time, as the representative of the Government, you 
recommend an increase in interest rate which gives to one phase of 
our business life additional profit, in this time when the administra- 
tion is saying that they ought to cut down on their demands in order 
to help stave off inflation. 

Now, I just do not quite follow the thing. 

Mr. Burerss. No, sir. I do not think this gives any additional profit 
to business that is a matter of any importance. A lot of these veteran 
mortgages are now being sold on a 5-percent basis in reality. And in 
the process, we are hurting the veteran. The lending institution gets 
its 5 percent, but it comes out of the hide of the veteran or the builder 
or somebody else, and in the process it stops the operation. 

What we are proposing is that we recognize the facts and put the 
right label on these things and deal with them close to par, where they 
can be traded more freely, and that we do not fool the veteran by tell- 
ing him that he has a 414-percent privilege when he has not got it at all. 

Mr. Wurtener. Yes. Well, now, if you increase the flow of money, 
as you predict the increase in the rate would do, is that consistent with 
the thought that you are curbing inflation ? 

Mr. Burcess. Well, sir, I was not thinking in terms of increasing the 
total flow of money. I was thinking in terms of increasing'the pro- 
portion of the flow of money which would go to veterans’ mortgages. 
You have got lenders over the country who have just so much to lend. 
They are not going to lend more money because of this, but they are 
going to lend more money to these people that we are particularly in- 
terested in. They can use their money in other ways. Bit they would 
put relatively more into veterans’ loans if they have a rate that is fair 
and if they have an arrangement that works. ‘A lot of these lenders are 
very reluctant to buy these veterans’ mortgages at a heavy discount. 
Better for them? Yes. But they just do not like the record ‘of buying 
veterans’ mortgages at a discount. You and I would not either. Be- 
cause the veteran comes in, and he wants a loan, and you tell him, 
“Well, we will take your mortgage, but only ata discount.” Well, 
naturally, the veteran is sore. He thinks he has been duped, and toa 
certain extent he has. And a lot of lenders do not like to participate in 
that sort of thing. 

What this proposal is, is to clear the decks and have all of this 
on the table instead of underneath the table. 

Mrs. Rocsrrs. I would like to ask one question. Would you approve 
of giving the Veterans’ Administration the authority to raise or lower 
the rate ? 

Mr. Buresss. Mrs. Rogers, I think I would. I think that this is 
not a decision that really the Congress ought to have tomake. I think 
I know something about facing the facts. It is a very hard thing 
politically for a body acting in public session, and each one under the 
scrutiny of people back home, to say, “We are going to raise the rate 
of interest to the veteran.” I think it is a decision that administra- 
tively people can take with much less difficulty. 

Now, we took administratively the decision to raise the FHA rate. 
I did not hear any great clamor. But if you people had had to do that 
in committee, it would have been difficult. Having administrative au- 
thority is a more practical solution of the problem than to have to sit 
down here and debate for weeks and then put yourselves in the posi- 
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tion of appearing to do something you are not in fact doing at all, of 
appearing to make it more expensive for a veteran to get a house. 
Actually, you are not doing that at all. Actually, you are making it 
easier for a veteran to get a house, and at lower cost. 

Mrs. Rocrers. But not easier for him to pay for it. 

Mr. Burcess. Well, no, you are really making it easier for him to 
pay for it, because you have terms where the money is available; 
whereas at present it just is not available in that form in the quantity 
that it'should be. 

Mrs. Rocrrs. Of course, we legislated to give the veteran part of 
this at a low rate of interest, and I am afraid that has not been done, 
also. 

Mr. Apatr. Mr. Secretary, you have heretofore addresed yourself 
to the question of these trust funds. 

Mr. Buregss. That is right. 

Mr. Aparr. You would object to using these for the purpose of 
loans. That has been your position. 

Mr. Buroxss. Yes, sir, we would. That has been the historic posi- 
tion of the Treasury. Secretary Snyder took that position. Secre- 
tary Humphrey hasalso. And we still take it. 

Mr. Apate. Is that objection based on moral or ethical reasons, or 
do you consider that you have not the legal right to do so, or that we 
have not the Jegal right to do so? 

Mr. Bureess. Well, it would take a change in the law. But in addi- 
tion to that, we have both a moral and an economic objection. We 
think that veterans’ life insurance ought to be invested in the best in- 
vestment in the world, and that is United States Government. securi- 
ties. Now, mortgages on the property owned by some other veterans, 
individual veterans, have proved, on the whole, a pretty good piece 
of paper, and lots of people have bought them. But it is not compa- 
rable with a direct obligation of the United States Government. So 
that is a moral consideration, as to the quality of investments that 
you put veterans’ money into, because the veterans have paid in this 
money themselves. This is not Government money. 

The other is the economic proposition, that we do not think this 
does any good, because that money is all invested in Government 
securities. The Veterans’ Administration would have to come to the 
Treasury to cash in those securities, get the cash from us, and we would 
have to go out and borrow the money in the market. There are only 
two sources we can borrow it from. One is the individual investors 
and financial institutions which also buy mortgages. So we would 
take away some of the money that they might otherwise put into 
mortgages, or else we would borrow it from the banks, and that would 
cause an inflation of credit and tend to raise prices and raise the cost 
of the house for the veteran. 

Now, that is putting it into simple language without qualification. 
That is trying to get it on the table. 

Mr. Aparr. I think that isa very clear explanation of your position. 
And there is no question ini your mind that if we were to try to use 
the national service life insurance funds for these purposes, it would 
require a change in the law? 

Mr. Buraxss. I think that is clear, Mr. Congressman. 
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Mr. Apatr. Then, however, you go further—just to be sure that I 
absolutely understand you—and say even if the law were changed and 
there were no doubt as to your legal authority, you would still think, 
for the other reasons you have just outlined here, it would be a bad 
thing to do? 

Mr. Burcess. That is exactly it. 

Mr. Lone. Mr. Whitener has one further question. 

Mr. Wuirener, I am sorry to have to ask you another. 

Mr. Buregss. That is all right. 

Mr. Wutrener. But there has been some peCHODy Hy different folks 
that they would recommend, at the end of the period set up by law 
now for this VA loan, that the veterans program be phased out, and 
that thereafter a special section or division of the FHA be designated 
to handle orien loans. I wonder if you, in your Department, 
have any thoughts on that? 

Mr. Burerss. Well, sir, I do not think I am really qualified to deal 
with that. I have a good deal of sympathy with thorough explora- 
tion of that point. I do think if we are interested in saving a little 
money and in moving nearer to a little tax reduction, we want to cut 
out duplication wherever we can, and the fact is that we have got these 
veterans’ mortgage agencies, all over the country, and across the 
street from each one of them there is an FHA office doing exactly the 
same kind of work. And in a great many cases, as I understand it, 
the lender on a VA mortgage also has that property appraised by an 
FHA appraiser. 

So there is again a doubling up of work. 

So that just from the point of view of economy and getting a little 
nearer to that tax reduction, we have a good deal of sympathy with 
the proposal. 

Mrs. Rogers. Suppose we cover tax reduction for the veterans in 
buying their houses, some sort of tax reduction there. Would that 
not work out? I know you have a veteran wife, also. 

Mr. Burerss. That is right. And she has 3 veteran sons, and I 
have 2 veteran sons. 

We are opposing any tax reduction to special groups of any kind. 
People have proposed it on savings bonds. Another group wants it 
for industrial companies, accelerated amortization. We have opposed 
that except where it is absolutely essential on defense. 

Now, the reason is simply this. It isso easy to start making tax re- 
ductions for this purpose or for this group, and so on. And if ‘you 
start doing that, pretty soon you find that you have used up all your 
surplus, and you have to increase taxes on everybody else. 

What we want to do is to bring the day nearer when we can have a 
tax reduction across the board for individuals in this country because 
we think taxes are tooheavy. And if we start doing it with particular 
groups, we are going to push off still further the day when we can 
do it for all of us. 

Mrs. Rocrrs. Thank you. 

Mr. Lona. I want to thank you for the chairman for the very frank 
and informative statement which you have given us this morning. 
Mr. Burerss. Thank you. 

Mr. Lona. I believe we have Mr. Clark of the DAV next. 





348 VETERANS’ LOANS 


STATEMENT OF OMER W. CLARK, NATIONAL DIRECTOR OF 
LEGISLATION, DISABLED AMERICAN VETERANS 


Mr. Crank. Mr. Chairman and members of the committee, I am 
Omer W. Clark, the director of the Disabled American Veterans. Mr. 
Freudenberger is the assistant director. 

Mr. Lone. Do you have a prepared statement? You may proceed. 

Mr. Crarx. The VA loan guanranty and direct loan situations re- 
sulting in the hearings now being conducted by your committee, with 
the veterans’ service organizations being afforded full opportunity to 
be heard, present some problems of major import which may be set 
forth as follows: 

(1) Should the Government get out of the loan guaranty and direct 
Joan business upon the expiration of the present laws? 

(2) Whether or not the Congress allows the present laws to expire 
without extension, should the mterest rate be increased to 5 percent 
and permitted to coincide with any future fluctuation of the FHA 

te? 

(3) Should the Congress retain the present 414 percent interest rate 
and authorize a greatly increased V A direct loan program ? 

(4) If this program (3) is the solution considered most desirable 
by the committee, should it be financed by permitting the NSLI fund 
to be used for the purpose up to 20 percent or 25 percent thereof, as 
proposed in a number of bills now before your committee ? 

(5) If the direct loan program should be enlarged in sufficient scope 
to meet the emergency, if such there’be, and it is not believed feasible 
or advisable to use the NSLI fund for the purpose, how then should 
the Government best) proceed to finance the program with the least 
puasiaes damage to our national economy through inflation or other- 
wise ? 

The Disabled American Veterans believes that the answer to ques- 
tion No. 1 should be in the negative. By resolution approved at the 
1956 national convention, this organization went on record as favoring 
an extension of the loan program through June 30, 1962. The pro- 
gram for Korean veterans does not terminate, of course, until January 
31, 1965. 

It is not believed that this Congress will raise the interest rate from 
414 percent, and, assuming this to be the case, the answer to question 
No. 3, above, becomes all-important as an alternate course of action. 

With reference to item 3, the DAV sees considerable merit in such 
a proposal provided the financing plan is sound and not of a nature 
to seriously impair Government credit and unduly promote inflation 
to the great impairment of our national economic structure. 

It is believed that the use of the NSLI fund, or any substantial por- 
tion thereof, as mentioned in question No. 4, carries with it implica- 
tions of such grave character as to militate against the adoption of 
the plan. In the first place, the NSLI fund should be considered 
inviolate with investment of such moneys limited to Government se- 
curities as the fund is now operated. 

Moreover, if the fund is dipped into for this purpose there would 
be many demands from innumerable quarters to use other parts of 
the fund for other causes, however worthy the objects may be, and 
the interests of the policyholders would thus be subordinated to the 
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exigencies of the moment. Then, too, a use of the fund would require 
the selling of some Government securities purchased with insurance 
money and this could be followed by a chain reaction of disturbing 
nature with a possible lessening of the standards now attaching to 
(Jovernment paper. The Disabled American Veterans must, therefore, 
record opposition to the allocation of any part of the NSLI fund 
for the purpose as contemplated in question No. 4. 

The answer to question No. 5, above, we believe, lies in the promul- 
gation of a special Government bond issue, to be supplemented from 
time to time as may be necessary during the existence of the direct- 
loan augmented program. It would not be the first time that the 
Government has issued bonds designed to cover a special situation. 
For example, the World War I veterans’ adjusted compensation 
(bonus) was finally paid off by means of bonds issued under the 
authority of the act of January 27, 1936. The payments were to be 
made in United States registered bonds in $50 denominations, or in 
cash for any amount under $50. The bonds were dated June 15, 1936, 
with a maturation date of June 15, 1945, carrying interest at 3 percent. 

The issuance of bonds in connection with an enlarged direct-loan 
program should involve little or no loss to the Government in the 
final analysis. Whatever the current rate of interest is required to 
find a ready market, such interest would undoubtedly be substantially 
less than the 414 percent charged to the veteran borrower, and, with 
a comparatively small number of defaults, as shown in past history, 
the interest differential should be more than adequate to liquidate 
any losses. The bonds could be for 20 and 30 years and, with such 
distant maturity date in addition to the safety of principal reflected 
in Government issues, these factors would surely make the bonds 
a most attractive investment. The inflationary effect of the bonds 
should be quite small, if not negligible, and the millions of veterans 
who could qualify but so far have not negotiated loans for homes, 
businesses, and farms would have renewed opportunities to partici- 
pate in the program to the great advantage of themselves, their 
families, and the Nation they served so well in times of war and 
national emergency. 

Mr. Chairman, that concludes my statement. I want to express 
my appreciation to the committee. 

Mr. Lone. Any questions? 

I notice that you oppose the bonds for the loan, but your thought 
goes to the manner in which the money is to be paid back. In other 
words, as to the downpayment on homes. Would you care to discuss 
the no downpayment for soldiers when they purchase a home? 

Mr. Ciarkx. Mr. Chairman, we do not oppose bonds but instead 
favor such a plan for the purpose. I feel that any person who is 
required to put something into an investment for a home is more 
apt to be intensely interested in keeping that home and eventually 
paying off the indebtedness. There may be a tendency on the part of 
some people, even myself, when I have nothing invested, to walk 
away and leave it if the going gets bad. So I am not very much 
personally in favor of eliminating entirely some downpayment. 

Mr. Lone. Would you care to suggest just what downpayment on 
a $10,000 home you would suggest ? 
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Mr. Cxuarx. No. I would not have the least idea, Congressman. I 
think that question is largely settled by the purchaser as well as the 
seller. They reach an agreement about what is best to be done, and 
I do not know what the prevailing rate may be about downpayments. 

Mr. Lone. Thank you very kindly. 

Next is Mr. Bernard Weitzer, legislative director of the Jewish 
War Veterans. 

Come right around. You might introduce yourself and go right 
ahead with your statement. 


STATEMENT OF BERNARD WEITZER, NATIONAL LEGISLATIVE 


DIRECTOR, JEWISH WAR VETERANS OF THE UNITED STATES OF 
AMERICA 


Mr. Werrzer. Mr. Chairman and gentlemen of the committee, my 
name is Bernard Weitzer. I am national legislative director of the 
Jewish War Veterans of the United States of America. TI live here 
in Washington. Our national headquarters are here in Washington. 

On behalf of the Jewish War Veterans of the United States of Amer- 
ica, [ am happy to express my appreciation of this opportunity to 
present our views on the question of the interest rate to be fixed on VA- 
guaranteed, home-mortgage loans. This, of course, includes direct 
loans made by the VA for home mortgages. 

When this committee originally reported and helped to pass, through 
the Congress, the legislation which provided for this VA home-loan 
program, it put underway one of the greatest benefits for veterans, 
for the economy of our country, and for the strengthening of the 
American way of life. The legislation made it possible for veterans 
to buy homes with a minimum downpayment, a long-term mortgage 
and a low interest rate. This permitted a low monthly payment which 
enabled veterans with even relatively low incomes to become home- 
owners. In fact, it encouraged them todoso. At the same time, it en- 
couraged a general belief that the interest rates would continue at 
a low figure so that, as long as the program continued, the eligible 
veteran would be able to purchase a home at a minimum overall cost. 

As recently as a few years ago, the interest rate on V A-guaranteed 
home-mortgage loans was 4 percent while FHA loans were 414 per- 
cent and FHA loans called for an additional payment of 1% percent 
for mortgage insurance. The reason for the 14 percent advantage 
on the VA-guaranteed loans, was the general acknowledgment that the 
VA-guaranteed mortgage carried some desirable features for the 
lender not included in the FHA guaranty. Nevertheless, when the 
FHA interest rate was increased to 414 percent some 4 years ago, the 
VA Administrator in May 1953 raised the VA interest rate to the full 
41% perecnt, eliminating the difference between the FHA and the VA 

rtgage interest rate. 

Toe with these facts in mind that at the 61st Annual National 
Convention of the Jewish War Veterans of the United States of Amer- 
ica, last August, resolutions were passed to urge the Administrator of 
the VA to use his discretionary power to fix the interest rate on V A 
mortgage loans at 4 percent, to petition the Congress to limit the in- 
terest rate on such loans at 4 percent, and to seek legislation which 
will exempt from taxes the interest received by lenders on V A-guaran- 
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teed mortgage“loans which carry any interest rate not exceeding 344 
percent. 

Another resolution called for legislation permitting the purchases 
of VA-guaranteed home-mortgage loans to the extent of 20 percent 
of the investable funds of United States Government life insurance 
and national service life insurance which are presently invested, ex- 
clusively, in United States Government obligations. 

A third resolution called for a minimum of $150 million annual 
appropriation for direct VA loans where veterans cannot find a lender 
willing to buy a VA-guaranteed home mortgage and, further, that 
the voluntar y home mortgage credit program be carefully scrutinized 
in order that it might not slow the veteran’s purchase of a home. 

It would seem, from the testimony your committee has heard, that 
the ordinary commercial sources of mortgage funds will not provide a 
market at par for VA-guaranteed, home-mortgage loans at the present 
interest rate. The tenor of our resolutions indicates that our organiza- 
tion would like to see the Government step in to provide substantial 
amounts which will take the edge off the high interest rates demanded 
by lenders. The present money situation has been created, at least 
in part, by the Federal Government and by the Federal Reserve bank. 
The action of the FHA certainly reflects administration policy and 
the Federal Reserve bank’s several increases in the reduction rate 
are said to have been planned to resist inflationary forces. 

The purchase of homes of necessity uses up huge amounts of credits. 
It is, therefore, obvious that housing is a direct target of these in- 
creased interest rates. Indeed, the ‘Vice Chairman of the Federal 
Reserve Board, Mr. Balderston, is reported in the Evening Star, as 
having “categorized housing as a postponable item” in a speech be- 
fore the Mortgage Bankers Association of America. By making 
money tight, it is hoped to prevent many families from acquiring 
homes. In other words, this policy makes the veteran’s desire for a 
home postponable. 

Under this theory, the man who was expendable fighting in his coun- 
try’s uniform is expendable again in the fight to jack up interest rates. 

Approximately 5 million veterans have taken advantage of the 
benefit which the Congress provided through low interest guaranteed 
mortgages. But if you do not hold the line against an increase of 
interest rates, the veterans who are now beginning to get in a position 
to buy a home, will not have that advs antage, unless you authorize more 
direct loans by the use of NSGLI and NSLI funds to purchase 
mortgages and broaden the powers of FNMA so that it may provide 
a haven for additional amounts of VA guaranteed mortgages. 

Using these additonal funds for VA guaranteed mortgages, there 
may be a halt in the rise of interest rates caused by the competition 
for the use of credit. By authorizing an increase in the interest 

rates for VA guaranteed home mortgage loans, you will simply be 
siding to the competition. 

As to the purchase of these VA guaranteed mortgages with USGLI 
and NSLI funds, the life-insurance groups which appeared before you, 
were critical. And you have just heard from another critic, the 
Under Secretary of the Treasury. Nevertheless, practically all of the 
life-insurance companies put a substantial percentage of their invest- 
able funds into such mortgages. The Mutual Benefit Life Insurance 
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Company of New Jersey, with more than a billion dollars of investable 
funds, advertised, proudly, last week, that it had cut down its Govern- 
ment bond investment to 10 percent or less and that it had increased 
its real estate mortgage holdings to 40 percent of its investments. 

Last week, too, the U.S. News & World Report indicated that money 
is to become a little more available for borrowing, that the demand for 
money is less insistent than it was, that rates of interest are no longer 
rising, and that bond prices are up from their lows. 

The Under Secretary of the Treasury indicated something along 
the same line a few minutes ago. 

It may be worth while to consider that high interest rates on mort- 
gages may not. be a matter of long duration. The provision of funds, 
as I have indicated above, could then hold the line. 

It is easy to say pay more when costs go up. That has been pretty 
much the situation in housing over the past few years. Perhaps when 
the demand slackens a bit, methods will be found to bring costs down 
and that applies to money as well as to construction and building ma- 
terial costs. We should move slowly before we add from $800 to 
$1.200 to the veterans’ costs in purchasing a home. ‘That is the amount 
which a one-half percent jump in the interest rate means. 

Thank you very much, gentlemen. 

Mr. Lone. Any questions ¢ 

Mr. Apatr. Mr, Chairman. 

In connection with your last statement, Mr. Weitzer, that it would 
add $900 to $1,200 to the veteran’s costs in purchasing a home, we have 
had some testimony heretofore that it would not add that much if you 
take into consideration the discount situation a present. 

Would you give us your comments upon that / 

Mr. Werrzer. Well, in the first place, I notice that the Under Secre- 
tary of the T reasury was very vareful to avoid making any statement 
as to just what the 5-percent rate would do. There has been a lot of 
talk that conventional mortgage loans are being: made at 514 or 6 
percent, and it is very clear that there are no eleemosy nary institutions 
around ‘that are willing to lend the money to veterans for their mort- 
gages at any less rate than they can get from other people. 

Now, I have sat through a great deal of this hearing personally, 
and from what I have heard it appears to me that there would be no 
great increase in funds for veterans’ loans; that there would still con- 
tinue to be a discount market for veterans’ loans. It might not be as 
serious as it isnow. But I am just talking about what the difference 

is purely from an arithmetical standpoint. 

IT am no more of a seer than Mr. Burgess is. But he was very careful 
to avoid any commitment or any firm statement that there would be 
money. He thought that 5 percent would produce it, but when he was 
asked what the next step would be if it did not produce it, he carefully 
ducked the questions from all of you. I think every one of you asked 
that question. And Mr. Burgess demonstrated today the basis for his 
reputation as one of the top ‘bankers of the country, and certainly a 
very valuable man in the United States Treasury. I think we are 
fortunate to have him there. But that does not mean to say that we 
have to accept his judgment in regard to this particular matter. 

And I want to take special exception to his use of the words “moral 
obligation” in regard to using these NSLI funds to some extent, or the 
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USGLI funds, in which I happen to have my insurance in part, for 
mortgage loans. 

If Mr. Burgess goes back to private life someday, and goes back 
to business, he would probably be a director of the National City 
Bank and probably of some pretty big life-insurance companies. And 
I would like to see him, in his position as a trustee and exerting fiidu- 
clary responsibilities, keep all of the money from the policyholders’ 
premiunis, from which the company of which he is a director derives 
its funds in 3 percent Government bonds. He will be putting plenty 
of those funds into mortgages, just as this mutual company, as I said, 
advertises that now they have 40 percent of their money in real-estate 
mortgages. 

And one other thing that I think probably many of you remember. 
In regard toa VA guaranteed mortgage loan, I cannot recall now who 
it was that made the statement, but I think it was one of the insurance 
people, who said on a 50-percent mortgage, 50-percent of the value of 
the property mor tgage, insurance companies were still making conven- 
tional loans at 414 percent. 

Now, actualy, what have you ina VA loan? You have a Govern- 
ment-guaranteed mortgage for half of the value, or 60 percent of the 
total valuation of the house, up to $7,500, or less for the lesser amounts. 
So you have a 50-percent mortgage in effect on a $15,000 house. 


Uncle Sam is ready to stand there and hand out the cash within 60 


days after that mortgage goes bad. So actually, you have 50 percent 
cash guaranteed by the Gover nment, and the vee 50 percent, you 
might say, the balance of the loan, gauranteed by 100 percent of real 
estate. 

Mr. Apair. Mr. Weitzer, to get back to my original question now, 
I am not clear what your answer is. 

My question was: If the discount should be decreased as a result of 
an increase of interest rate to 5 percent, then the additional 9 to 12 
hundred dollars of which you speak would not be that large. 

Mr. Werrzer. That is correct. As I said, I was speaking simply 
arithmetically. 

Now, actually, as the VA reported, when Mr. Stone testified before 
you, he said that this discount rate varies across the country. He 
said up in New England it ran somewhere between 2 to 3 percent, and 
out in the Southwest and out on the coast and in other areas it ran up to 
Sor? percent. 

Now, if the discount were cut by 1 or 2 percent in the Northeast, it 
would mean that the veteran would save, if he were getting, say a 
$12,000 mortgage, which is about what I was talking about here on a 
25-year mortgage—if the discount rate were reduced by 1 percent, he 
would save $120, and he would pay in the increased interest rate on the 
$12,000 mortgage pretty close to $1,100 in increased interest. 

Out in the Southwest and the Far West, the discount rates were 
reduced by similar percentages—and I am pretty sure; I have watched 
these interest rates now for a great many years and I know what the 
attitude of lenders is, in the Far West and in other areas where bank- 
ing facilities are not as highly developed as they are here on the 
eastern coast and particularly in the northeastern part of the United 
States—vou will still be paying a substantial discount rate. And 
there you may save perhaps 1 or 2 percent again. So you would save 
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somewhere between $120 and $240. The veteran would still pay a dis- 
count rate, and he would pay an additional $900 to $1200, depending 
upon the size of the loan that he was making. 

Mr. Apart. You are thinking generally in terms of a 25-year loan 
when you make those figures ? 

Mr. Werrzer. Yes, that is the basis for the figures that I have indi- 
cated. 

Mr. Aparr. Thank you, Mr. Chairman. 

Mr. Lone. Thank you very kindly. 

Mr. Werrzer. Thank you, Mr. Chairman. 

Mr. Lone. We now have one other witness with a short statement. 


He is Mr. Odham, a builder from Florida. 
STATEMENT OF BRAILEY ODHAM, SANFORD, FLA. 


Mr. OpHam. I am Brailey Odham from Sanford, Fla. 
Mr. Lone. Do you have a prepared statement ‘ 
Mr. Opuam. No, sir. 

The firm name of my company is Odham & Tuter. Mr. Simon Tuter 
passed away last year. 

I have listened with a great deal of interest and I certainly appre- 
ciate the opportunity to come before your committee, as a builder, with 
not too great experience but with a great interest in the program that 
is under consideration now. I guess 82 percent of the volume of my 
home building has been under the VA housing program. And I know 
that I was able to get into the housing business jt ause of the veterans’ 
housing program. FHA, in my section of Florida, had not been too 
interested in the smaller towns. Your VA housing program has made 
it possible for the veteran to buy a home in your small towns. We built 
about 175 homes last year, and our discount rate av erages 5 percent. 
Our profit was 434. So we are making a respectable profit. And I 
know we are building a good product. 

And I feel that the VA housing program is a program that should 
be allowed to continue and to successfully operate as long as you pro- 
vided by law that it will operate until June of 1958. 

I think we kid ourselves when we think that you can leave the inter- 
est rate at 414 percent and yet fulfill the aim of the program from 
private investors at least. You have got a situation now, in our State, 
where 3 out of 4 of your smaller builders are out of business today, in 
your smaller towns. And the reason for that is that the investor is 
just not buying your 414 percent VA mortgage, when he can buy 
FHA’s at 5 and loan his money to other sources for a higher interest 
rate. 

I have heard some say here to date that raising the interest rate 
won't create more money. Well, that is possibly true, that it would not 
create any more money to the total picture. But it will bring the VA 
program in line so it can be competitive today. The biggest mort- 
gagee in our section will not today commit on a VA mortgage; that is, 
your take out commitment for purposes of construction—homes. And 
the responsibility is yours here in Congress. There is no administra 
tive agency that can make that change and nobody that can do any- 
thing about it, actually, except you. “And the responsibility is yours. 
And I came here for the express purpose of telling you how critical 
it was. 
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Now, drawing moral reasons for the difference between a-414 per- 
cent rate and 5—I do not think there are any moral reasons. You feel 
you have an obligation to the veteran, and I think you can best fulfill 
that obligation by making housing available. It is not available now. 
And your increase in costs that someone here today said had gone up 
about 10 percent in the last 2 years—the only cost increase that I have 
had that the operation of my business, substantial cost, has been in 
money. We have gone from an. $88 average on construction loan to a 
$288 average, 2 points plus your interest. 

We have gone from a discount rate at 2 points 2 years ago to VA 
discounts today at 8. And we have oahadl acti mortgages under 
the program. We have no houses to close out. We have fulfilled our 
obligations and closed every loan, on a VA loan, every sale we had 
made. But they are not starting any more. And I realize that the 
machinery here is lengthy, and that you have got conflicting philos- 
ophy between parties about interest rates and who is responsible. 

But the VA housing program has served a real need in this country. 
And I feel that as long as the law is on the books, and you have 
told to the builders and to the people of America that this program is 
continual until 1958, you should make it operative. And the only 
way, In my opinion, that it can be is to be realistic about the interest 
rate. 

Now, that is not the only solution. I do not think that that is going 
to fulfill the entire need. You have a direct-loan program that is so 
cumbersome that you cannot loan the money. And that needs to be 
overhauled. And certainly your small towns should be given con- 
sideration, your veterans in your small towns, in that program. Be- 
cause lenders somehow prefer the easier way to loan. I do not say 
that you could blame them. Any administrative expense costs some- 
body money. And I wish there were some way in that direct program 
that you could peg these discounts. I do not know if it is possible, 
but it certainly is a line of thought. 

I was in the Florida legislature and I had the same feeling that 
where you had two governmental agencies, there was a duplication of 
expense, That is not necessarily so where you are talking about VA 
and FHA housing programs, because though you do have .some 
duplication of inspections you have a creative and competitive point 
of view. And VA has done a terrific job in our section of the State. 

I think there are 116,000 VA home loans in the State of Florida. 
And I read the figures of one of the VA men before this committee, 
and your losses have been one-twentieth of 1 percent, And I submit 
to you it is a sound program, and it is one that I hope you men do not 
sit here on until it has gone so far that it cannot be resurrected. 

That, in substance, completes my comments. 

I would be glad to try to answer any questions. : it 

Mr. Apatr. Then, sir, are you saying to us that in your opimion 
the interest rate should be increased to 5 percent ? 

Mr. Opuam. Very definitely. I think that you are not going to 
be able to be in a position to fulfill your program unless you do. 
Because who is going to buy a 414 pereent VA mortgage when they 
can get a 5 percent FHA. And one eastern investor, I think the 
Bowery Savings, has contributed something like $160 million in 
mortgages in the Florida area just recently. They purchased $70 
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million worth of Maritime bonds, which are 100 percent Government- 
guaranteed bonds. 

Mr. Aparr. From your own experience in building houses and sell- 
ing them to veterans, is it your opinion that there would be very much 
objection on the part of a veteran purchaser to an increase of from 
4% to 5 percent’ And, secondly, would such an increase prevent 
many veterans from purchasing a home / 

Mr. Opuam. I would say this, in my opinion, and I handle most of 
my sales directly: that three-fourths of the people I have sold homes 
to do not know what their interest rate is. Now, that sounds like a 
broad statement. They are interested in: “How much does this house 

cost?” “How much do I have to pay?” “What are my monthly pay- 
ments?” and “Can I afford it?” And I think the program has been 
sound on that basis. 

Mr. Apatr. And therefore your answer to my question would be 
that an increase, in your opinion, based on your experience, would 
not result in any particular diminution of buying ¢ 

Mr. Oouam. Well, I look on the veteran first as a citizen. I think 
the veteran is far more intelligent than we give him credit for bein 
He reads the newspaper. He sees that in this overall picture his tyes 
have to compete with the needs of other businesses and other needs of 
people in this money market. 

From the figures I have seen, 40 percent of the people in America 
today are without housing and, mentioning that, if this committee, 
in this direct-loan program, could give some consideration to housing 
for Negroes—in my town there are 1,700 Negro veterans, and to my 
knowledge only 2 of them have been able to secure VA loans, 2 out of 
1,700, because the investors of America do not move to these small 
towns to serve that need, because they feel they have a collection prob- 
lem. But I have checked through my local banks and all informa- 
tion :vailable, and those people are just as good credit risks as anyone 
else. And it this program is going to fulfill its need in a direct- ‘loan 
program, you should give consideration to them. 

Your banks in the small towns do not have the long-term money, 
and your private investors from over the country stay away from these 
loans, and there should be some provision made to handle them. 

Mr. Aparr. Thank you, Mr. Chairman. 

Mr. Fino. May I ask you a question? What are your feelings on 
authorizing the use of 20 or 25 percent of the national life insurance 
funds for GI mortgages? 

Mr. Opram. I do not know that I have any definite feeling on that. 
I would rather see the job done, if it is possible, as much as possible 
by private investment. I think your guaranty feature of it has been 
an incentive to them to invest, but it does not put the Government in 
the total role of final responsibility. And I think your national service 
life insurance fund, a complete Government source, has the final effect 
of the Government bearing the total responsibility. 

Today, under your program of partial guaranty, it is a joint respon- 
sibility between private investor and Government. And I think 
that is the best role. really, for this country to follow. It is a joint ven- 
ture. Working together they can do the job. And I do not know 
that I have answered your question. I have tried to state my view. 

Mr. Fino. That would work out well in normal times, but here we 
are confronted with a problem, a serious problem. 

Mr. OpHam. Well, orn say this: From whatever source you 
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have it, you should have a Government source of money, to be used 
as an instrument to help control the other. 

If you attempt to use it as the supply, then you have got to have 
an inexhaustible amount. And I think we have got that. 

Raise your interest rate, and keep your Government supply of money 
where it is a competitive source, to where all the money costs are not 
finally determined by private investors, But the two instruments 
working together are the best long-term solution. 

I realize that I have taken up far more of your time than I should. 
And I thank you for the courtesy of appearing here. 

Mr. Lone. We will now hear from the able representative of AM- 
VETS, Mr. John R. Holden. 


STATEMENT OF JOHN R. HOLDEN, NATIONAL LEGISLATIVE 
DIRECTOR OF AMVETS 


Mr. Hoipen. Mr. Chairman and members of the committee, I appre- 
ciate this opportunity to present the views of AMVETS on this ex- 
tremely complex subject. I approach this subject with all humility 
after sitting in this committee room listening to the learned Govern- 
ment administrators, economists, lenders, home builders, and realtors. 
I must. accept at face value the economic cause and effects that bring 
us to this present situation wherein the veterans home-loan program 
will apparently be reduced to a nullity unless, as these witnesses con- 
tend, the rate is increased to 5 percent or some such other rate as 
would reflect the forces of the market place. 

But then 1 wonder whether we are talking about the same thing. 
The veterans home-loan program was created in 1944 and has con- 
tributed to the home-ownership aspirations of almost 5 million vet- 
erans. In all these years, AMVETS has never accepted the premise 
that an adequate interest rate for the program was “whatever the 
traftic would bear.” Obviously, it was not the intent of Congress that 
the program should be operated under such a theory. 

Because this is a veterans benefit program, created to partially meet 
the readjustment. needs of the veteran returning to civil life, and 
guaranteed to a great extent by the resources of the Federal Govern- 
ment, it should not be discussed as a program that must be geared 
to the disciplines of the market place. 

This program certainly cannot be compared with the mortgage in- 
surance system of the Federal Housing Administration. The differ- 
ence in the underlying philosophies of the 2 programs is the most 
convincing argument against current efforts to equate the 2 interest 
rates. The principal criterion in arriving at a fair interest rate for 
this veteran program is whether the return to the investors is ade- 
quate in the hight of the purpose for which the program was created. 
We submit that the 414 percent interest rate, while it is not all that 
the traffic will bear, nevertheless provides an adequate return to the 
investors participating in the program and should be retained in the 
law. 

The veterans home-loan program today stands athwart the spiral- 
ing interest-rate structure admittedly at a sacrifice to many veterans 
seeking to purchase homes. Those who advocate an increase to 5 per- 
cent can give no assurance that this step will attract any new money 
to the Veterans’ Administration program. On the other hand, there 
is every indication that further increases will be necessary if it is in- 
tended to make Veterans’ Administration rates competitive. 
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One immediate effect of an increase to 5 percent that can. be ac- 
curately measured involves the 91,000 loan commitments outstanding 
at the end.of December 1956. Spokesmen for the Veterans’ Adminis- 
tration have testified that these 91,000 commitments amount to about 
$1,100 million. Aaiuming, then, the average commitment to be $12,000 
and the term to be 25 years, an increase to 5 percent would imme- 
diately increase monthly payments per veteran from $66.71 to $70.16. 
Multiplying this incfease by the number of veterans. affected and pro- 
jecting it further, we find the immediate and direct effect would be to 

saddle 91,000 veterans with an increase in the amount necessary to 

amortize their loans of more than $314 million per year. AMVETS 
seriously question whether the nebulous advantage of an increase to 
5 percent will negate the obvious breach of faith with these 91,000 
veterans. 

During the past 10 days we have heard many predictions about 
the duration of the so-called tight money market. These predictions 
have varied from “indefinitely” to a “loosening up in the last half 
of 1957.” We are hopeful that the latter prediction will be accurate. 
If this be the case, the Veterans’ Administration program can un- 
doubtedly “weather the storm.” 

Meanwhile, however, there are steps which can be taken by the 
Congress to alleviate the problem in rural and remote areas of 
the country. The widespread use of home-loan benefits by veterans in 
metropolitan and urban areas compared with the minimal use in remote 

areas can be attributed in part to lower individual and family in- 
comes in rural areas with a resultant lesser purchasing power, but, 
in our judgment, the great differential cannot be entirely explained 
in this manner. We are confident that some attention to the direct- 
loan program can afford relief in those areas where it is most needed. 

We, therefore, recommend that this committee consider the follow- 
ing steps in relation to the direct-loan program: 

1. Extend the provision making funds available for direct loans 
for 1 additional year to coincide with the extension for World War 
II veterans, of the loan-guaranty program. 

2. Cause legislation to be enacted that will mandate the Veterans’ 
Administration to use the $300 million appropriation available under 
this program. 

3. Increase the ceiling on direct loans from its present $10,000 
to # 2.500. 

Study the possibility of granting authority to the Administrator 
to Rae advance commitments to builders as well as veterans and to 
provide authority to create a better opportunity for veterans in small 
towns and rural areas to purchase a new home. 

5. Study existing areas declared eligible for direct loans and in- 
clude those small cities and towns where participation by veterans 
has been negligible. 

We of AMV "ETS are optimistic that these suggestions, if adopted, 
will relieve the critical situation in remote areas. 

In conclusion, Mr. Chairman, we reiterate AMVETS opposition to 
any increase in the interest rate on GI loans and we respectfully urge 
that your committee explore all possible alternatives that have been 
advanced. 

Mr. Lone. Thank you, Mr. Holden, and without objection I will 
insert certain information at this point which the committee has 
received. 
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[Excerpt from the Wall Street Journal, February 7, 1957] 


Home mortgage rates soar—to 7 percent or more in some cities. 

Interest rates as high as 7.2 percent are charged by a savings and loan asso- 
ciation in Los Angeles. As rates climb elsewhere, terms of conventional loans get 
tougher. In Houston, for example, the scale varies from 5.25 to 7 percent, with 
the lower rate applied only to new homes in the best locations where the owner 
puts up 50 percent of the purchase price. Many lenders shy away from all 
except the best secondhand home loans; Boston bankers restrict the life of the 
mortgage to 14 or 15 years. Loans at the 4% percent GI mortgage rate are few 
and far between. Some bankers predict an upturn in FHA loans asa result of 
the hike in the permissible rate from 4% to 5 percent. 

Second mortgage interest rates go through the roof in some instances, A few 
Los Angeles lenders reportedly charge up to 25 percent, including discounts. 
They offer a 10 percent return on money placed with them. 

As elsewhere, Detroit builders cut back home construction plans in this tight 
money market. 


STATEMENT OF NATIONAL RetTarm LUMBER DEALERS ASSOCIATION ON VETERANS 
HovusING 


My name is John H. Else, I am legislative counsel for the National Retail 
Lumber Dealers Association whose thousands of members not only build a sub- 
stantial portion of the new homes each year, but also supply lumber and build- 
ing materials for most of the new homes. 

In recent months, the total demand for funds to finance industry expansion, 
housing, commercial expansion, consumer credit and other expenditures has 
been so great that the demand for funds has exceeded the supply. 

This situation has caused the interest rates to rise, thereby placing the 4% 
percent rate for VA-guaranteed home loans in a disadvantageous position with 
other investments. 

With a 5 percent interest rate on FHA-insured loans, there will be few, if any, 
VA-guaranteed loans made if the Congress fails to increase the VA rate. 

Even if an increase to 5 percent is authorized, we do not believe that is the 
long-run solution. 

A flexible interest rate for VA-guaranteed loans, within established limits, 
which would adjust to the market, would provide the necessary funds for home 
loans for veterans. 

With two separate programs for home loans, such as we now have in the Vet- 
erans’ Administration and the Federal Housing Administration, there has been 
an overlapping of processing and requirements which has increased the cost of 
housing to the purchaser and has increased Government expenditures needlessly. 

The homebuyer and the taxpayers would benefit if the two programs were 
merged. 

There are proposals before the Congress to increase the direct-loan authority 
of the Veterans’ Administration as an alternative to an increase in the interest 
rate for VA-guaranteed loans. 

There are also proposals to use a portion of the national service life-insurance 
trust funds for the purchase of VA home loans. 

We are opposed to these suggestions. 

An increase in direct loan authority would only add to inflationary pressures, 
increase the Federal budget and threaten the Nation’s economic stability. 

If the national service life-insurance funds are used, it would mean that the 
Government would, in all probability, borrow funds to buy the GI mortgages. 

In either event, the Government would be placing itself in a position of com- 
peting with private interests. 

Furthermore, the use of the trust funds of NSLI for GI home loans would, 
in our opinion, be establishing a bad precedent which might ultimately be used 
in connection with other trust funds. 

In conclusion, we urge your committee to provide for a flexible interest rate, 
within established limits, for VA-guaranteed loans. 

If this is not approved, then there should be an immedaite increase in the 
VA interest rate. 

We also urge consideration of a consolidation of the VA and FHA home loan 
programs. 
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We respectfully urge your committee to reject the proposals to increase the 
direct-loan authority of the Veterans’ Administration and the use of national 
service life-insurance funds for the purchase of veteran’s home loans. 





ITALIAN-AMERICAN WorRLD WAR VETERANS OF THE UNITED STATES, INC., 
Hartford, Conn., February 2, 1957. 
Hon. AIME J. FORAND, 
House Office Building, 
Washington, D.C. 

Dear AIME: One of the soundest programs ever enacted by the Congress of 
the United States—a program which has refurbished our national economy while 
providing new-found security to countless numbers of American families—is in 
serious jeopardy of undergoing major surgery. 

The patient, in this instance, is the veterans’ home loan guaranty program. 
And the drama which is involved is whether or not the seemingly simple ex- 
pedient of raising interest rates from 41% to 5 percent will prove of sufficient 
beneficial value to the patient to snap it out of the slump into which it has fallen. 

The money lenders of the land insist that this is the only way to recovery. 
But our veterans—the ex-GI’s who secured our liberties (including those so 
cherished and enjoyed by our pillars of monetary exchange) in the shell and 
shock of battle—view with grave misgivings the tremendous amount of pres- 
sure which is being brought to bear upon the Congress. They are apprehensive, 
and justifiably so, that if Congress should yield to the slanted and distorted 
diagnosis of the real or imaginary ailments which beset the veterans’ home loan 
benefit by jumping the interest rates to 5 percent, they are fearful that if the 
patient does recover it will never be the same. 

There is nothing wrong with the GI home guaranty program that a genuinely 
cooperative (I won’t use the word, patriotic) and unselfish approach on the 
part of the banking institutions of the Nation won’t cure, even at an interest 
rate of 4%4 percent. For a number of years since the home lean provisions were 
incorporated as title III in Public Law 346 back in 1944, the program flourished 
at an interest rate of 4 percent and contributed to the growth of our economy, 
let alone to the well-being of nearly one-fifth of our veterans of World War II 
and the Korean campaign. This program was never intended as a giveaway. 
On the contrary, the veteran and his family who have taken advantage of its 
benefits have payed their own freight. Not quite as much as the nonveteran, 
but enough, certainly, not to impose a financial strain either upon a grateful 
Government or upon the earnings of the banking institutions of the country. 

The drone of a tight money market so familiar to our ears today falls as a 
tired echo upon the ears of America’s veterans. That was the hue and cry of 
a few years passed. It was aimed at one specific target: The 4 percent interest 
rates on GI loans. And it gathered enough crescendo until everyone (or at least 
a majority) in the Congress accepted the premise that one unmistakable pana- 
cea lay clearly before them: simply raise the interest rate on veterans’ loans 
from 4 to 4% percent. After this became a reality, there were few who doubted 
the fact that our banks and lending agencies would be far more receptive toward 
GI loans at 4% percent than they had previously demonstrated at an interest 
rate of 4 percent. 

And, to a certain extent, they were correct in their assumption. At 4% per- 
cent, veterans seeking GI loans soon discovered a marked diminution of indiffer- 
ence and apathy as they approached private loan officials. The stark reality that 
time (and the law) was running out on them, that if they were ever going to 
take that crucial step in their lives toward homeownership, they would have to 
act and act quickly—here was a factor which may be evaluated as anything but 
insignificant in analyzing the success of this program at the prevailing interest 
rate of 4144 pervent. True enough, many of those veterans who were compelled 
to negotiate a 4144 percent would, for example, over a period of 20 years on a 
$10,000 mortgage, be compelled to pay in excess of $1,000 in interest payments 
alone than would have been the case at the original interest rate of 4 percent. 
But the expediency of providing their families with their own homes was too 
pressing a goal to compromise. 

It is now 1957. By chance, irony—or call it whatever you may—the money 
temples of the land are clamoring as of yore. On the heels of the recent exten- 
sion for a period of 2 years of the veterans loan statute by the Congress, they 
would have us believe that 4%4 percent on a GI loan just can’t go in what they 
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eall another tight money market. Five percent would do it this time. Five per- 
cent should do it very nicely; yes, indeed. To the tune of more than an addi- 
tional $2,000 of interest rates which a veteran shall be required to pay on that 
20-year mortgage, $10,000 house than he would have paid at 4 percent. 

It is quite pointless to belabor the argument as to exactly how tight the money 
market may be. There is, however, one fact which stands clear: While it may 
be undeniably certain that an increase of the interest rate on veterans’ loans to 
5 percent will render our lending institutions more conducive to entertaining 
these transactions, to do so would not only defeat the entire purpose of the pro- 
gram by placing it at a par (or near par) rating; but, more importantly, it will 
serve to stall, and, perhaps, impede—rather than accelerate—-applications for GI 
loans, 

And while it is not too difficult to understand the lack of remorse that would 
prevail.in our lending institutions were this to happen, I do not believe that the 
Congress will tolerate any insidious threats to the continuity of so valuable and 
far-reaching a program. 

May I urge you to make these views known to the members of the committee 
concerned with a study of this problem. And may I respectfully solicit your sup- 
port, on behalf of the Italian-American World War Veterans of the U. 8., Inc., 
in opposing any legislation which is designed to increase the current interest rate 
of 414 percent on veterans’ loans, 

Very truly yours, 
Atrert P. Russo, 
National Rehabilitation Officer. 


Hovusk oF REPRESENTATIVES, 
Washington, D. C., February 8, 1957. 
Hon. OLIN E. TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: I am forwarding herewith a letter which I have received 
from Dr. A. W. Garing, Glenwood Springs, Colo., under date of February 5. 
This statement of the difficulty encountered by one of our veterans in processing 
his application for a loan would seem to serve as an excellent example of the 
ineffectiveness of the Veterans Housing Act. 

It will be deeply appreciated if you will include this letter in our committee 
files pertaining to this legislation. 

With kind regards, I am, 

Sincerely, 
WAYNE N. ASPINALL, 


GLENWooD Sprines, Coro., February 5, 1957. 
Mr. WAYNE N. ASPINALL, 
House of Representatives, 
Washington, D. C. 

DEAR WAYNE: My son-in-law is John Vezakis of 492 Harmony Road, Grand 
Junction, Colo. Last fall he made application for a loan to help him get started 
on a house and laying-hen business combined. Someone had told him since he 
had served 4 years in the Navy he was entitled to some aid. I want to per- 
sonally thank you for your help which John told me was often and sincere. 
But here is why I am writing the letter. But why do we have an agency that 
must take tax money to operate when their sole objective is to turn down requests 
for loans. If they do not make loans to veterans, do away with the expense. 
They blocked his every request by repeatedly asking for more information and 
more details. After he had spent endless hours filling out all the requests, he was 
tinally informed that only three loans of this type was ever made. I am not sure 
if this was western Colorado, the State of Colorado, or the entire Nation. He 
was still persistent, and I think the blow that really stopped him, was that he 
must be of an underprivileged race, whatever that is, to qualify for a loan. I 
kept out of all this, because I want John and my daughter to get fully convinced 
that the Government is not going to give them anything. Somewhere along 
their young lives they had adopted this belief. Since they have been convinced 
otherwise, now I have arrived on the scene, and made it possible for them to 
acquire the home, the acreage, and the buildings to go ahead. I think that John 
has the stuff to make good. Let’s see now if we can help him a little by making 
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efforts to ease his tax burden: If the sole objective of an agency*is to turn 
down loans, we could accomplish the same end, by doing away with the agency 
and its salaries, and let the veterans get down to hard work on their own. 
Sincerely, 
ADRIAN GARING. 





STATEMENT OF THE NATIONAL PAINT, VARNISH & LACQUER ASSOCIATION, INC. 


The National Paint, Varnish & Lacquer Association, Inc., is a nonprofit Dela- 
ware corporation, with its principal office at 1500 Rhode Island Avenue NW., 
Washington 5, D. C. Its members, numbering approximately 1,200 are engaged 
in the manufacture and distribution of paint, varnish, lacquer, and allied prod- 
ucts, or of the materials used in such manufacture, and collectively produce about 
90 percent of the total national volume of these products. 

The association is very grateful to the committee for this opportunity to pre- 
sent briefly its views on the veterans’ housing program. We firmly believe that 
the important study your committee is now making it necessary and will benefit 
the entire American economy. 

The paint, varnish, and lacquer industry is, of course, involved in the manu- 
facture of materials used in home construction and repair and therefore recog- 
nizes the importance of maintaining national home construction activity at a 
vigorous and healthy rate. We believe this important, not only from the view- 
point of prospective home purchasers, especially veterans, but also, from the 
viewpoint of its effect on the economy of the paint industry. 

We recognize also that the immediate problem is in the reduced availability 
of VA mortgage financing. Many witnesses before this committee have urged 
that the interest rate on VA mortgages be made sensitive and responsive to 
demand and supply forces in the capital market. Banks, insurance companies, 
and other lending institutions are more qualified than we to recommend spe- 
cific solutions to the problem of reduced availability of mortgage money. How- 
ever, we in the paint industry are impressed with the recommendations that 
the VA interest rate must be permitted to rise if there is to be a future VA home 
loan program, 

This recommendation that the VA rate be made a flexible one rather than 
a pegged rate would certainly be in complete conformity with the underlying 
principles of our economic system, where market demand and supply forces de- 
termine prices. Such an approach would protect the prospective home purchaser 
participating in the VA home-loan program by assuring him that he will not be 
paying any more than the market price for mortgage money, whether that be 
below 4%4 percent or above it. He would also be assured that such mortgage 
money would be available when he needed it. 

Although our primary concern is to see the home-construction rate maintained 
and even expanded, and our support is wholeheartedly directed toward any 
reasonable proposal to this end, we respectfully urge the committee to consider 
all aspects of a broadened Government direct-loan program. Such an expanded 
program should be approached with extreme caution and with full realization 
of its effects on present economic stability and its conformity to principles of a 
free enterprise economic system. 

Respectfully submitted, 

DANIEL L, BOLAND, General Counsel. 


Mr. Lone. The committee will now be adjourned to the call of the 
Chair. 

(Whereupon, at 12 noon, the hearing was adjourned, subject to the 
call of the Chair. ) 
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